










T be Indu^twd Bevolutwn I 

• 

to be given pit, expert^, particvaarly when . fee -pay 
. ment ter'*th em would be„ feade in specie ; f ourth ly 
i feippin^ as im auxiliary of trade. .^ifeaayaLppwer wai 
t5 be ^ ncourag^,' an3 Jastly , c omm ercial treaties weri 
*{oT)g ^n^ ed into to findjnew. ayeimes”arid advantage: 
of tr^e^ ‘ffiiir was" in brief the~ mechanism of Mer 
captilism in operation. 

The success of Mercantilism, at least in regard t( 
fts main objective, was very moderate. This wai 
irievitabie as other nations conscious of the necessit; 
of protecting thc;r independence adopted more or les: 
tHe same measures. Thus there was an all-rounc 
jjeutralisation of the Mercantilist policy in * mam 
countries. Moreover, gold continued to flow betweei 
nations in spite of restrictions as the exigencies o 
, business required. The failure of Mercantilism ir 
this respect, however, was made up by its success ir 
other directions. T he tariff p olicies arising in pursa 
ance of this doct^e helped the growth of nianj 
ii^uSnes. In "Engl and, "the development of the eSrh 
cd tton in dustry was a-ded by the imposition of heav} 
d uties o n the import of cotton cloth. Between 178’ 
and 1813 duties on cal coe.s_ were raised from 16.5_p.c 
to 85 p.c. ';"'S!mTIaiTy“lhe duties on muslins wen 
increased fro m 18 p. c. to 4C’pc^'The use of tarif 
pol cy'as 'a means of securing a favourable balance o 
trade did not lose its appeal with the decline of Mer 
cantilism. Indeed, it has come down to the presen 
generation as a heritage of the past and probably it 
scope has been widened. The use of exchange con 
trol, artificial rate of exchange, devaluation, deflatioi 
etc., in the present century could be directly traced t( 
•the influence of the Mercantilist system. Anothci 
achievement of Mercantilism is. in the colonial figjd 
In~tlie T7tli' arid the 18th centuries it was wid^^ 
believed ‘ that the colonies existed for the benefit ji: 

o 
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the mother country. It gave rise to monopoly trading 
rights embodied in the co'nmany cEarters j’u rihe r.r 
the NavigatiorTAc t s of the <^ntufv were dir^t ly 
prompt ea^y~"M ercantiH sm. They resulted " the 
development of English shipping. TSe tonnage of 
ships' (faring thfou^ 'EhgTIsH ports which was hardly 
371.000 ;n 1700 rose to 1,958,000 in 1800. Howsoever 
good these results might have been to the Mercantilist 
countries, they did not escape from its bad e'^fects. 
Mercan til isni gave rise to international r ivalr y. “It 
was quite common for nations to IBe friendly with 
those countries with ’l|[|||||llil^|^ey h^^|i favourable 
balance of trade and to 8fe^unfri^|||jp^with other^ 
This attitude was largely the ca'use^rth'e wars of th^ 
17tB and 18th centliries. >. , 

The a.ssumptions underlying Mercantilism were' 
doubtful and in some respects faliq^pp 9 . Its ad^'o- 
cates believed that moMV was the ‘'Sllireme form of 
capital They never rdSfeed thatthey could secure 
the _ precious metals of whi3B[‘j*S|Mii|K w as made 
onfy_ by parting with gqqdSj_ To-day TJUfiSfis no dmibt 
abour'ihe nature of money ; it is a mene medium of 
exchange for securing real capilai. So long, there- 
fore, a country possesses real capital, money is of 
little consequence. Further, they believed tha t ex - 
ports were good and irhports were bad^ It is hard"t o 
fjlffllfvb” how all nations coiild'bel exporters without 
theff 'being importeis also': one wav trade "is an 
impossibility. As a"lna'tter of fact, the imports of 
precious metals would be followed by the import of 
goods ; because, as money w^as chiefly made of precious 
metals, their import would result into increased circu- 
lafon of money and a rise in the price level. Higher^ 
prices, given other circumstances, would discourage! 
exports and encourage imports. The precious metals 
would once again flow out of the country. To-day the 
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advantages of international trade are not sought in < 
- ..^favourable balance of trade but in its effects on th 
development of the re^iprces of a country. The ide 
oi se^-sulficiency though desirable within limits woul 
*stana condemned and i>ecome impracticable if carrie 
to the point of complete exclusion of the goods o 
otlj^er countries. The failure of Mercantilism was i 
no small measure duejto this ideal of self-sufficiency. 

• * Mercantilism which held sway for over two hun 
dfed years suffered a defeat at the hands of the leader 
of the Physiocratic schoo l o f t hought in France an 
i^am Smitiy|||d school in £ng 

J^n d. The fl||H|fcr8^^i)elieved in the equality c 
rights of indivfdSals and restriction of government 2 
interference only to protection of these rights fror 
be'ng interfered with. «. In the economic sphere, ever 
man had a enjoy the fruits of his labour wit! 

out regulati^Hm' restriction. Though, according t 
them, agriculture was th^j|piy truly produtive act 
vity, commermMpjpr jnahu^turing were neccssan 
However, jIUBB^riTphasised that commerce, whethe 
domestKT or'^^'gn, should be free from all possibl 
avoidable 'impediments and restrictions. Thoug 
some of the assumptions of the Physiocrats were nc 
precise and clear in, the earlier years, a new light wa 
thrown on them by the writings of Adam Smith i 
the later years. He pleaded m the Wealth of Nation 
that mutual dependence of nations, imstead of bein, 
ruinous, was helpful to their progress. In the intei 
national commerce he saw advantage to all countrie 
•with loss to none. He, therefore, condemned the usi 
of tariff to divert the course of trade unless it wa 
•inspired by the purpose of retaliation to the policies o 
foreign countries or of the revenue requirement:' o 
the state. The writings of the Physiocrats and Adarr 
Smith which attacked the very basic ideas of th< 
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Mercantilist school were largely responsible for the^ 
declining influence in the 18th and the 19th centuri^ 
- However, the greatest cause which brought about tlw 
’ downfall of Mercantilism was the change the 
economic conditions initiated by the Industrial Revolu 
tion. After the rise of the factory industry, th< 
interests of England lay in the liberalisation of tr«d< 
rather than in its restriction. Yet even to this dab 
it has not lost its appeal to many. Even Adam Smitt 
never exaected that Mercantilism would completel} 
succunfflotb the attacks of Liberalism. He wrote 
“ to expect that the freedom of trade should ever hi 
entirely restored in Great Britain is as absurd as U 
expect that an Oceana or Utopia should ever W 
established in it. Not only ihe prejudices qf thf 
people, but what is more unconquerable, ’the privab 
interests of many individuals, irresistably oppose it 
However, in England, Mercantilism lost its influ^ncti 
by the third quarter of the 19th centurv : in othei 
countries, it lingerd still longer. Unfortunately, h'^w 
ever. Mercantilism in a different guise has staged ^ 
comeback in the polic.es of many countries after th{ 
Great War. * 

‘i 

The Industrial Revolution 

It is not possible to lay down any chronologica 
limits to the economic movement set up by the Indus- 
trial Revolution because to do so would be to admi' 
the end of economic changes However, looking bad 
over the current economic history, it becomej 
unmistakably clear Ihiaft the main changes which hav« 
given rise to the present structure of the world tool 
place in the period beginning with 1760 and ending 
with 1830. This period, therefore, has been regardec 
as the period of the Industrial Revolution in Englanc 
by Arnold Toynbee and other writers. It was in tfees^ 
years that the main technical inventions in the ’^If 
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industry appeared. Between 1765 and 1785 severs 
' 'roventions were made which revolutionised the texlil 
industry. To mention > few, the spinning Jenny ws 
patej^ed .by,Jtorgreaves in 1770 ; the Water-fram 
was invent^H)y Arkwright in 1769 ; the Crompton 
Mule was patented in 1779 ; and James Watt patente 
tht steam engine in 1769. Inventions spread from or 
industry *tb another. New industries sprang up whei 
’ formerly none existed. The demand for machiner 
and engines led to the development of th||irpn an 
coal industries on which the progress orxn^lndru! 
^ trtal Bevolution, hinged. England was fortu^nate i 
'possessing both, coal and iron ore, in abundanc 
the impact of changes in the industrial fiel 
r Sprea,^ to -the whole economic field and f a 3 
.reaching tJj^ges occurred in the means of transpoi 
■^and the fl^hods of commerce. Canals, durable road; 
railways' and finally steamships narrowed distanc 
internally and between countries of the world. Th 
methods and organization of commerce changed i 
keeping with changes in other fields and the rise c 
banking, insurance and a class of specialists in trad 
widened “the boundaries of commerce and in the' 
aided the success of the Industrial Revolutioi 
All these changes, however, were achieved not in on 
decade but were spread over two generations. 

The main features of the Industrial Revolutio 
now may be briefly described. It introduced 
change in the methods and or^feSzation of industrii 
production. The old domestic of industry wi' 

replaced by the factory system. This was an inevii 
able result of the introduction of machinery. 1 
^required large capital, continuous use to make i 
economical and large supply of raw materials whic] 
were hot within the means of an ordinary artisar 
But the increase in output which was made possibl 
with ^the use of machines gave opportunities 0 
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increased profits and hence capital wa$ attracted ipt 
the new methods of production. Factories u®^. 
machinery and mechanical power, employing an 
of workkers, producing huge quantities of 
and ordered by the law of profit sprang up in* Eng^ 
land. It thus gave rise to the new factory civilisatioiL 
Capital came to occupy a commanding position in Jbe 
industrial organization. This change in the methods 
and organization of pioduction introduced visible 
changes m the English economy. Regulation 
of industry through gilds characteristic of the previous 
* |i36ituries finally gave place to competition. Freedom 
of movement and occupation restricted under the gild 
regulation would have made the factory system us^ 
workable, and hence Arnold Toynbee regwds * the 
substitution 1af custom by competition 
result of the Industrial Revolution:* 
petition as opposed to custom 

has become a force of no less importance than the 
motive of profit. The population of England alao 
showed remarkable reaction.^ to the fndustrial changes. 
The centre of density changed from the south to the 
north. The southern counties were mainly agricul- 
tural. With the establishment of industry in the 
north round the coal fields, the exodw"*^ population 
towards the north started. In additidSli," ^e process 
was speeded up by the agr cultural revolution.^' The 
relative population of Ireland and England also 
changed as Ireland remained largely agricultural even 
after the mdustrial changes in England. But more 
. surprising than this was thewrapid increase in the 
\ population of England. It was 5 millions in 1600 and 
, it increased tolbarely 6 V 2 millions in 1750. Thereaftei^ 
it progressed to 9 millions in 1800 and nearly 18 mil- 
^ lions in 1851. It again doubled by 1901. It seems 
I that this growing population y?as absorbed in the 
industries ^as the percentage of agricultural population., 
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o^X show any increase but actually show- 

continuous decline. It was about 77 p.c. in 1700 
i^^-aftor the Industrial Revolution gradually declined 
in 1831. One of the most serious results of 
TOe In4ustri^ Revolution and its product the factory 
system was a change in the distribution of wealth. 
TlW worker became merely a slave for wages bound 
to his ernployer by the tie of cash nexus, while the 
’eihplpyers who contributed capital got a lion's share 
iri "the benefits of production. This resulted in widen- 
ing the ^If between the workers and the employers 
aM dividing the society into two distinct classes, the 
proletarian class and the capitalist class. The laboui 
fifoyement aimed at securing to the worker his jusi 
^^ndustry was born of the friction betweer 
sses. The Industrial Revolution thuj 
without producing human well 
igT^TBisnseeafniPaTl the more painful betause o^ 
the shifting of political power. Until the reforms o: 
the '19th century the working population which har 
left the couwirysidle and moved to the cities had nc 
voice in the Parliament. Their life was regulated b;!, 
a governnlent in the election of which they had n- 
share. 



I t will bfe' ^ o interesting to study here as to wh\ 
the industrial"^anges occurred first in England anc 
not other countries like France, Holland, German> 
and Spain which were then among the leading nation.' 
or'Uurope. The causes which h^ed the incinsi' i ; 
development in Engird and it up in othei 

Gentries are many ana complex. I^or Idecades fcrfort 
the fridlTstrial Revolution, France was one of tht 
CPmpetHors of England and in many respects alicaci 
of her. She had a growing foreign trade, inventive 
. genius*' and good roa^. The beginnings of a cotton 
industry worked by machines were already noted 
before the French revolution of 1789. But industries 
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did not make progress probably because the French' 
banking system, after the shock received from the 
failure of the financial schemes of Law, received a 
setback With the result that the- French savings 
lemained scattered in the hands of individuals! 'pife 
progress of machine industry could be possible only 
wi\h the pooling of these resources. Moreover, ^the 
system of gilds and monopolies still prevailed in 
France. Serfdom was not altogether rooted Out. The 
French monarchs and polit cians, engrossed in the 
dynastical problems, had paid little attenfon to the 
economic needs of the country. These adverse factors 
which had already spread a discontent among the 
population were heightened by the French revolution. 
It put the clock of progress back by half a century 
' and by the time France could recover from the 
shock, England had stolen a march over her. Ger-* 
many’s progress was hindered by the lack of capi- 
tal, obstacles to trade in the form of tariff divi- 
sions and the preoccupation of the people with mili- 
tarism. Germany’s energies were largely used up in 
prof(^ting her independence from tlie p o w c rf u 1 
nations on her frontiers. She was always & nation ih 
arms. Holland possessed considerable capital, ship- 
pin^y and a banking system fairly developed Put she 
faded in the international rivalrv for colonies and, 
therefore, her foreign trade was declining. The 
nolitical system of the country also was cumbrous and 
highly local in nature with the result that the deve- 
lopment of a strong national policy became difficult. 
The* conditions necessary for the development of 
industries thus were not present. In Spain, the deve- 
-t'lopment was hindered by the excessive interest of her 
people in religion and militarism. 

Compared to the adverse factors in all these 
countries England enjoyed a fortuitous combination of 
factors helpful to the development of industries. She 
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• had a small population and a growing foreign trade 
Her "f oreign ’ trade was : 

Exports Imports 

^1712-13 ■* 7.3 mHlions £ 5.8 millions 

1750-51 £ 1.39 ” £ 7.9 

1770-71 £ 17.1 ” £ 12.8 

* The small size of population could not cope witl 
. the growing trade. There were occasions on whicl 
the weavers in the country were idle for want o 
adequate supplies of yarn. Naturally the inventiv 
m^nd was directed to this difficulty. This explain 
probably the early inventions in the textile mdustrj 
tn the cqal_industry a similar situation led to "inven 
tions. Charcoal was largely used for domestic pur 
pose and for smelting iron. In the early eighteentl 
4 century, there was a famine of timber and charcoa 
was" not available. Pit-coal could not make up th< 
deficienejT as the problem of removing water fron 
the pits was difficult. Hence the early invention o: 
steam engine to pump water from the pits came tt 
the rMCue of the coal industry. The inventions 
therefore,, of the eighteenth century were the oqtcomi 
of necessity. 

In addition, other favourable factors helped 'ftiesi 
inventions to be used fruitfully. England had accum 
ulated vast amounts of capital from the profits o 
her CTowing trade. Her banking system was wel 
devemped to collect these savins and make then 
aveiilable for useful investment. Internally, witl 
abolition of serfdom and the decline of gilds, peopl« 
enjoyed more freedom of movement and occupatior 
^an in any other country. Simliarly her home trade 
enjoyed freedom from internal tariffs. A stronjs 
monarchy was established as far back as 1485 and, 
therefore, the development of a national policy be- 
came possible. Moreo\'er the stability of the political 
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I institutions and a successful foreign policy gave her* 

I political security so necessary to create confidence 
! among investors and to encourage them to embark on 
i ambitious undertakings. Mercantilism in the earlier 
! centuries had already led to the development trf her 
mercantile marine. It helped her to build up her 
trade with foreign countries and establish commer- 
cial relations with their people. England’s geogra- 
phical posit:on at the head of the Atlantic and on the* 
outskirts of Europe was in no small degree responsible 
for the growth of her commerce and, therefore, the 
growth of her industries. The foregoing brief review 
of the economic background of many countries thus 
leaves no doubt as to the causes of the development 
of industries first in England rather than in other 
countries. No other country enjoyed so many favour- 
able factors as England. Hence, the fortuitous com-^ 
’bination of favourable circumstances was responsible 
for the IndustrialJp,evolution in Eiin^d. 


Chapter II 

> • 
lisHE REVOLUTION IN AGRICtill^mE AND 

* AFTER 

The changes in tlic fieJd of agriculture in the 18th 
and the 19th centuries were no less important than in 
the field of industry. As said before, the population 
of England increased rapidly after the middle of the 
18th century. To supply the increasing demand of 
this population larger food supplies were necessary. 
They were made possible by the agricultural changei 
of the earlier centuries but more particularly of thfe 
18th and the 19th cent uric*'. These changes were so 
momentous that they have been conveniently describ- 
ed by the phrase Agricultural Revolution. 
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The Revolution in Agriculture 

To understand the Agricultural Revolution of the 
18th century, a brief description of the agricultural 
methods and organization m the earlier centuries 
jvould be vep? uselul. In the Middle Ages, the centie 
of agricultural activity was the Manor with a lord at 
Its head. A part of the arable land of the village was 
heW by freeholders, socagers and villeins on different 
. terms of service to the lord. A very large part was 
held by the lord himself for hiS own use. The pas- 
tures, and, the' woodland and the wasteland were held 
in common between the lord and the peasants. Lands 
were not fenced and the customary three-field system 
of cultivation was in vogue. The manorial court 
controlled all agricultural activities. The manor was 
self-sufficient in all respects. 

In the 16th century, because of the shortage of 
xabour after the disappearance of vijieinage and the 
increased opportunities of making larger profits on 
wool productie^fj^he lord startetftenclosing his de- 
mesne lands and appropriated others by evicting 
tenants. Arable lands were turned into pastures for 
sheep fanning. Thus subsistence farming gre^ally 
gave place tcu<htming for market. This 
sure movement had striking results. The opofflaeld 
system gave place to enclosures ; consolidation of 
land was undertaken and a spirit of change was 
introduced in English agriculture. It had, however, 
disastrous results for the poor, as in the absence 
of alternative openings, those who were displaced 
remained unemployed. The contemporary govern - 
ment frowned on the movement but with little result. 
The progress of enclosures was no doubt slackened 
*but the movement did not completely die out. 

At the beginning of the eighteenth century, Eng- 
lish, agriculture had made very little effective progress. 
The three-field system was quite common, the imple- 
ments* were primitive, the art of cattle breeding was 
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unknown and the relations of the landlords to the* 
farmers were none too happy. Stated briefly^ the 
spirit of enterprise Vv^as lacking and progress was 
difficult. It has been rightly remarked that ^eforrn 
in agriculture in England was impeded because “ the 
English society still looked to the past more than to 
the future, honoured custom rather than science and 
piety rather than enterprise”. Great efforts, there- ^ 
fore, were necessary to bring about a progressive* 
change in English agriculture. 

The attention paid to English agriculture by many 
persons in the early decades of the 18th century held 
out great hopes of improvement. Amongst the per- 
sons who made systematic efforts to improve agricuV 
ture, mention must be made of Jethro^ Tul^_wh(> 
published his book on agriculture in 1731. He bad^ 
studied agriculture in France, Germany and Nether-* 
lands. He, tlierefore, based his ideas on a comparative 
study of agriculture in- foreign countries. Conse- 
quently his great originality lay in devising a method 
grounded on observation and deduction rather than 
the lore of inliented knowledge. He wai^ the first 
person to conceive of the modeim idea of intensive 
agriculture. He laid stress on four improvements : 
(1) deep-hoeing ; (2) a system of conti nuous rotation 
of cr^ps and the suppression 'or the^ystem of fallows ; 
(3) introduction of^urnipb and beets for jTOvid'ng 
winter food to cattle ; and rtTe selection of seed. 
The ideas of Jethro Tull came at the right moment. 
It was at this time that the English aristocracy was 
influenced by the desire for increasing wealth. They, 
therefore, warned to use their resources in the best 
possible manner. 

The effect of the advocacy of Jethro Tull on the 
English landlords was so great that many of them 
began to think seriously about agriculture. George 
in himself began to contribute articles on agrigglt^ye . 
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* to the journal, the Annals of Agriculture, under the* 
luc ^ame of Farmer George. Lord Townshend, who 
wa^^ the Enghsh Ambassador to Netherlands, turned 
to agriculture. His enthusiasm for agriculture earned 
him the honour of being called Turnip Townshend. 
He contributed not a little to the improvement of 
agriculture. He advocated proper drainage of soil 
and improvement in the breeding of cattle. Bakewell, 
pother pioneer in modern agriculture, wrote on the 
methods of improving the breed of cattle. Thus 
between 1730 and 1760, a number of landlords turned 
to agriculture and it became a matter of pride for 
them to say that they were managing their own 
farms. By 1760, the lead given by the landlords was 
taken up by the whole nation and English farming 

, received a great impetus. The new spirit was aided 

* in no small degree b^ the contemporary changes in 
the field of industry and transport. There arose inj 
England a new class of farmers who took to agricul-: 
ture irnbued with the spirit of enterprise. 

The improvements in agriculture coincided with 
the Industrial Revolution and were in no small mea- 
sure influenced by it. The rise of capitalism in the' 
domain of indu.stry and trade gave a new prestige to 
the industrialists and merchants. It naturally led to 
the rise of capitalism in agriculture. The farmers 
were not slow to see that with the growing popula- 
tion of England and its concentration in cities, pfoduc- 
t5?in‘"15f' food would become a paying undertaking. 
Improvement in agriculture, however, could come 
only by giving up the agelong traditions of the open- 
field organization and the three-field cultivation. In 

‘bringing about this change they received support of 
the economists like Adam Smith. And fortunatelv 
for liiehi. Parliament at this time consisted of 
powecl^ {^iciiltural interest^' and, therefore, any 
le^S^tiM tiecessary for the improvement of agricul- j 
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lure could be secured with little resistance. It was 
however realised that the improvements could be 
made only after the land was enclosed. Hence the 
landlords started on the mission of destroying thg 
vestiges of medievalism in agriculture by enclosure of 
land. 

Thus started the enclosure movement of the f8th 
and the early 19th centuries. The la||lterds enclosed, 
their lands after cither arriving at k ^o6aimon agr^- 
ment with the interests concerned, i.o., freeholders, 
and leaseholders who held land from the lords under 
different terms, or by securing an Act of the Parlia- 
ment to enforce enclosure on the dissentient tenants. 
The Parliament which was dominated hy land- 
lords who had seen the advarit||^j^ of improve- 
ment was more inclined to favour enclosures this, 
time than on a similar occasion in the sixteenth cen- 
tury. After an Act of tlie Parliament was passed, 
the matter was left to Conimis.sioners for execution. 
B\ tlu' .subsequent legislation of the years 1801, 1836 
and 1845, enclosures were rendered progressively 
easy. The result of these Acts viWrs^that in the period 
1760 to 1849, land measuring nearly S^wiillion acres 
was enclosed under 3,840 Acts of the Parliament ; the 
,same figures for the previous period 1700 to 1759 were 
hardly 337,800 and 244 rc^^pectivelv. 

The effects of these enclosures were mixed. Agri- 
culture in England definitely benefitted by them. The 
size of holdings increased and scattered holdings were 
made compact. Land could be used for the purpose 
for which it was best suited without being fettered by 
a uniform system. Wa.ste of land under the systen\ 
of fallows was eliminated. Ploughing, manuring and 
supervision of land was rendered easy and the fences 
protected crops from catfle. Fiirthei, l^d was rid of 
the system of -tithes according to which a t ent|i "pa rt 
of the produce had t o be _l)aid to the clei^y! A pro* 
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• gressive farmer was now free to give expression to 
his ideas in the cultivation of land without waiting 
for the unprogressive oiies to change their mind. The 
system of cultivation also changed. The old rotation' 
ef cr<yps gav e plac e tp_a^. more varied, and continuous 
fotat Turn ips Vnd clover were introduced. The 
dr^Lihage of land also was improved and even marshy 
pl^es were reclaimed for cultivation. Thus the 

• above chaiig||^^ about a revolution in the basis 
o’f, English Agriculture in two directions. Fustly, it 
gave rise to capitalism in agriculture ; thus capital 
WQS applied to the purchase of landT its consolidation 
and the consequent concentration of its owner;5hip in 
fewer hands. Capital was also used for the improve- 
ment of the methods of cultivation by the introduc- 
tion ef costly|p|||chinery and fertilizers. Secondly, 

.for the first time'scierfce was pressed in the service of 
agriculture for increasing its' yield and reducing the 
costs of production. 

Although the enclosure movement of the 18th and 
the I9th centuries improved agriculture, it struck a 
blow at the poor^ classes dependent on it, more 
particularly srfiall farmers, cottagers and squatters. 
The small farmer whose land was appropriated under 
an Act of the Parliament had neither the means no"' 
the knowledge to fight his case at law. And even after 
fighting it, if he came out successful, being depnwd 
of the use of common w^astelands and woodlands, had 
little chance of deriving enough from his land to 
maintain a family. He, therefore, sold his land and 
rnigrated to town. The cottagers and the squattens 
wete labourers who worked as agricultural labourers 
<end lived on common lands. With the enclosure of 
Gomlnon lands, they also had to leave the villages to 
finef work in towns. The enclosures, therefore, led to 
the ‘depopulation of villages. Lord Ernie, therefore, 
criticised the enclosures by saying thaT “ the divorce 



24 


Modern Economic Development 


of the peasantry from the soil, and the extinction ofi 
commoners, open field farmers and eventually of 
small freeholders were the heavy price which the 
nation ultimately paid for the supply of bread and 
meat to its manufacturing population”. • 

The success of the Industrial Revolution, how ever , 
jWas mcIireHIy helgecnSy the ~Agnc uIIuraI "Rev olu^ 
’farmers and labourers ~wh6 left the countryside Jomed 
the ranks of the workers in factories which were' 
springing up in England at this time. Even the 
village artisans who depended on the common rights 
for their existence left the villages because 4be com- 
mon rights were lost and the goods they pfeduced 
could not stand the competition of the factory work- 
ers. In addition, the enclosure movement which led 
to large scale farming and extension of agricultural 
lands, provided larger supplies of food to the popula- 
tion of the growing industrial cities. -Combined with 
this extension, the growing populafion of England 
macie agriculture a profitable undertaking. The pro- 
tection given to agriculture by the Corn Laws was 
also in no small degree responsible for the prosperity 
of agriculture at this time. Thus the agricultural 
changes of this period were necessary for the success 
of the Industrial Revolution and the lattei* in turn 
aided the prosperity of agriculture. 

\ Agriculture Before 1875 

The progress of English agriculture before 1875 
can now be summed up briefly. It enjoyed a period 
,of prosperity upto 1875 largely through the improve- 
ments introduced in the previous decades. Better 
seeds and equipment were used in the production of 
goods. The costs of production also declined. The 
prices realised were good and, if they were low, the 
producers could wait for their rise. period, how-^ 
ever, noticed a tot^l disappearance of the yeomen. 
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‘'Though legislation was enacted in 1819 and 1832 
enabling the local authorities to acquire land and allot 
it to the poor farmers, it proved of little help. The 
result^ was that the a^icultural population in Eng- 
land continuously declined. The following figures of 
the population dependent on agriculture clearly show 


tl:% decline : — 
1811 
1821 
1831 
1841 

m 


34 p.c. of the total population 
32 p.c. 

28 p.c. 

22 p.c. 

16 p.c. 

10 p.c. 


An interesting aspect of this period which had far- 
reaching effects on English agriculture in the closing 
^decades of the 19th century, is th e imposition and 
removal of th e Corn Law duties. English agriculture 
erij^yccl a perio^J of prosperity during the Napoleonic 
'wars Prices were high and rents satisfactory. In 
1815 when peace was restored, agricultural interests 
were afraid of a fall in prices as well as in rents. The 
Parliameijii dominated by the agricultural interests 
was therefore led to pass C orn Laws in 1815 restrict- 
ing the import of wheat and cerealTB^ corelating it to 
the prevail ng prices in the country. The great argu- 
ment in favour of them was the need for stabilisation 
of corn prices. They were, however, opposed bv 
many on the ground of their being detrimental to the 
nation at large and the poorer classes in particular. 
In the subsequent years, neither prices nor rents 
showed that the farmeis had benefitted by them. The 
Corn Laws, however, continued on the statute book. 

1838 an .Anti-Corn Law League was started by 
^cliardr Copden, John"""^ ancT Cfiafles Villiefs. 

Though the L^^ did not succeed in securmg seats 
Jthe P arlia^ ht, iFlnflu 'opinion in the 

co untr Y. Sxir Robert Peel who fgrm eH .'a proigcUcJOj^t 
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^ listry in 1841, however, was later on convinced ‘iQd 
^ the serious effects of the Corn Laws. They weri 
scrapped in 1846. A small import duty which w|il 
continued was also finally removed in 
land’s interests no doubt required the removal 
duties because English industries had developed;^ 
the meanwhile and were in need of markets. 
land could sell manufactures to foreign countries 
if she Cv>uld import food and raw materials from them 
The agriculturists, however, criticised the policy 4|jy 
saying that it was a sacrifice of their^a^ests for th€ 
;^nterests of the industrialists. • 

The immed i ate ef fects of thej||J|lttion of th e Corn 
Laws_ were n ot dis astro us because for eign" compet i- 
ti on was iimit^. Russia was jixst recovering frpm the 
Crimean War Later on Germany was engaged in a 
war with Denmark and Austria. Thj^ a|J|||p W|j>r^Sltateg 
were engaged in a Civil War. At improve; 

merits in agricultural methods continued with more 
vigour. The Royal Agricultural Society was estab- 
lished in 1838 ; the Royal Agricultural College and 
the Agricultural Chemistry Association wwe started 
in 1842. All these institutions devoted thw energies 
to the improvement of agriculture. Hence agriculture 
enjoyed a period of prosperity inspite of the removal 
of the Corn Laws. These years, therefore, were 
known as “ good years ’ for agriculture. 


' After 1875 

4 : ••• — "*■ 

The last good vear for agriculture was 1874. 
Thereafter prices began to fall. The average price of 
wheat which was 55s. per quarter between 1871 to 1875 
Reclined to an average of 28s. between 1891 to 189i. 
OThe area under wheat declined from 3.7 million acres 
in 1870 to 1.9 million acres in 1911. The tendency for 
arable land to be turned into pastures became more 
pronounced. Thus in 1871 the arable land in Eng- 
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measured 18.4 million acres while the pastu] 
^and measured 12,4 million acres ; the same ftgur< 
1914 were 14.3 and 17.3 million acres respective! 

f n the three decades after 1875 the area und< 
eclined by nearly 40 per cent. While th\ 
agriculture was undergoing striking change 
farming in other countries was incieasm 
indicated by the following figures 


Wheat acreage in 

millions 



1870 

1903 

||||M|jj|g (European) 

28.7 

45.1 


5.0 

9.2 


18.9 

49.5 

Canada 

1.6 

4.4 


The magnitude gf the change in English agricu 
• turg^Suliie^en from the fact that between 1841-^ 
Imine^SR^ was sufficient to feed 90 p.c. of tl 

popuIafioiToUt *a?te^ the changes mentioned above, 
1906, it could be hardly sufficient to feed 10.6 p.c. - 
the Dopulation. In the same period the quantity < 
local meat hardly increased by 5 p.c. Thus Englai 
became '«^holly dependent on foreign supplies. Tl 
figures of the imported food also prove the same fac 
In 18^75 the food imports were worth £124 million 
they rose to £205 millions in 1905. 

T^'s decline in English agriculture wjis large 
the result of foreign competition which was facilitate 
by "the changes in the means of jtransport in the yeai 
1850>70. The construction of ^eel ships propelled fc 
st eam had revoTufibhised ttie oceanic transport. Fa 
theF^he cbh^t nJe^ of ' feff igefator ships had fac 

^ itated the transport of pcrsihable goods. Thus Am< 
ricaiTlInea^^ "Began" tb''T)e '"sold' in England. The fre 
^ade pQlic>>^ of England also helped this compefniw 
stfiail a eigfee. The “'resiiTfihg Tall of price 
ci^ate^econbmic and social problems for Englan 
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requiring immediate attention. Improvements i 
agriculture were arrested and the extension of pai 
tures led to the exodus of population from the com 
tryside to the towns. There was, therefore, a deh 
rioration in the character of rural population. In tt 
countryside the persons who were left behind wei 
either the aged or the decrepit, or the less intelligei 
or those who were helpless. But the problem W£ 
more serious than this. On political grounds En| 
\ land needed a more self-sufficient agriculture. O 
J ' ' economic “ grounds the existing organization of agr 
\ culture was wasteful because the landlord who owne 
a big holding turned it to pasture farming, if arabl 
farming was not paying, against the national interest 
On social grounds also the new tendencies were nc 
in her interest. The well-being of the nation require 
a healthy rural population, more so because of th 
waste of human life in modern industrialism whic 
can be made good only from the rural areas. State 
briellv. England realised, though late, that what sli 
needed was establishment of small holdings^.^cu,ltlvate 
by a healthy race of contented peasants and not larg 
farms. This could be attained by breakiiig up he 
^ ' large estates. The public opinion also demanded 
^ \ break up of the large farms. 

’,i The matter was investigated by a number c 

committees. The Royal Commission on A0ricultur 
; , (1879,-82), the Departmental Committee (1885) and th 
] Agricultural Committee of the Unofficial Tariff Coir 
mission (1904) reported on the subject of the creatio 
of small holdings in England. On the strength c 
their findings a number of Acts vjove passed to reviv 
^ . small holdings. By the Allotment Extension Act c 
" 1882 and Allotments Act of 1887, small pieces of .lnu 

^ were to be g ven to agricultural wage-earners to b 
cultivated by them in their spare time. Tliis policy 
however, could not set up small agriculturists depen 
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* deiit . on agriculture. In 4^92, therefore, tb 
^arliameijt passed the Small Holdings Act. It gav 
the county councils power to borrow money from th 
Pub lic Works Loan Commission to buy land and t 
Seir'iTln^simfl parcels' of one to fifty acres to agricul 
tumts on easy terms of payment. This policy als 
faUjid as hardly 850 acres of land could be purchase 
upto^ 1908. This measure failed largely because th 

* Qpunlv councils had no power to force the landlord 
to* sell land. In 1907, therefore^ the Small Holding 
and 'Allotments Act was passed. The county council 
Were given power to buy land from the landlord 
compulsorily, improve it and sell it in small l^ieces t 
individuals, groups of persons working on the cr 
operative principles or to associations formed for th 

. pufpose of encouraging small holdings. 'Payment \Vc 
•permitted to be made on easy instalment terms. B 
1912, about 155,000 acres of land were so purchase 
and distributed . The lead given by the governmer 
was also taken up by a number of private associatioi' 
formed for the purpose, 

Th^ policy of creating small holdings, howeve 
would""nm succeed unless facilities possessed by th 
lafge farmers were made available to the peasants b 
some measures. The measure's taken' in this regar 
were as' follows. Firstly, it was necessary to encoLU 
age the spread of co-operation. On the contmoj 
co-operation had spread wideliv ; while in England 
had^ not spread to rural areas. In the field of prodne 
t‘on and distribution there were in all 478 societie 
with a membership of 4,800 persons and a turnovc 
of £2 millions. But most of these societies* were in th 
dairy industry. Even in the matter of agriculture 
credit provided by co-operative societies, England WcT 
behind manj^’ countries of the continent. Tn 191f 
while there were 17,000 credit societies in Germany 
there were only 15 in England. Government, there 
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fore, decided to encourage co-operation in the interest 
vof the small farmer. S^ondlv . agricultural educ a- 
tion for the small farm er s was given more attentio n 
thjm befoi fel 'niirc[|^ to safeguard the mteri^ts of 
.^thie " agriculturar laborers, organization on the'^y ln- 
' c ipes of trade unions was e'ncou^ged . These were 
measures which did not meet with any opposition. 
In this period, however, the radicals in the country 
demanded a more effective policy than contained in 
the above measures. They demanded a ti iiijjlwf 
rating and taxation of land values, ' imposition of 
protective duties and even the nationalisation *ot 
land, if necessary. These**' were proposals which 
would not go unchallenged. The movement for pro- 
tection to agriculture which was also strong was spon- 
sored by Joseph Chambeilain in 1903 and received a 
good backing from the country. It was supported by* 
the Unofficial Tariff Committee of 1904. But as the 
liberal party continued m power, Joseph Chamberlain 
did not succeed in his agitation. The liberals however 
had to take some measures. In . J912, Mr. Lloyd 
George, the then Chancellor of the Exchequer, insti- 
tuted an enquiry into agriculture. On the findings of 
this enciuiry, he came to the conclusion that agricul- 
' ture m England was the least controlled of monopolies 
and, therefore, was characterised by' the prevalence 
cf landlordism and irre.sponsibility. He, therefore, 
prepared a programme which consisted of the : 
creation of a Ministry of Lands with power to in^- 
duce small holdings ; (2) fixation of minimum wage 
of agricultural workers; (3) regulation of the 
hours of work of rural workers, and (4) the laying 
do,wn of a housing programme for the agriculturists 
.^e programme could not be introduced as very soon 
■^he, .Great “War broke out. 

During the last war the tendency for the break tip 
of the estates continued largely because of hi^ taxa- 
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filion, high wages and dearth of labour ; with the slump 
of prices af fef the war, the tendencx still persisted. 
Thu#’'Between*i[9ll and 1921, the number of holdings 
in^eased from 48,^90 to 70,469. Another estimate 
jha<|^r^' 1930 showed that between 1919 and 1927 the 
nix^er of persons who farmed their own land in- 
crefsed by 98,000 and the acreage affected by it 
increased from 3 to 9 millions. But the farmers who 
l^ll^ht land in this period did so by borrowing at 
Irates of interest with the result that they were 
with** ruin with the .£pn_tinupus fall in prices. 
L^*' Ad dison fo y example points' but that 90 P;C,"of 
th e jfayffl prs who. 

mi^, ..The, gigricultutal aituatioiu.lher.efQre, bep^e 

critical with the fall in prices. 

Government could* not allow the situation to 
'deteriorate further. The early measures taken b\ it 
were; a reduc ti on of rates in 1923 : and (b) an 
int rodu^ on of a subsidy.’ on sugar, beets in 1925. But 
tlifs (iid not help the farmers much. The crisis of 1931 
and the subsequent fall in prices made the situation 
worse. Tn^ 1931, therefore, the agricultural interests 
demanded protection to agriculture. The farmers m 
England generally vote for the conservatives The 
National Government was dominated by the conser- 
vative. It had, therefore, to redress the grievances 
of fKe"Iai:Tners. But it could not introduce protects 'ii 
f or' “agr icultural goods, because such a step would 
a mount to t axing the food of the people. _ It would 
als o affect the industries ' adversely. In this "^edica- 
ment^ there were two alternatives before the English 
government ; either to give a bo unty o n production or 
introduce an import quota. In 1932^ thej government 
applied quot a to wheat impor ts and also assured a.- 
minimum pfIce~~lo the home” gfowersT The home 
mar^’t 't5~the ScfSit of ISjlJDO’OIJO nusheis was reserved 
,for me^home production and the minimum guaranteed 
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pri ce was fixed at 45s. to a quarter. If the price was 
lower tTian this, government was to make good the 
deficiency. The finance necessary for the pu^<^e 
was to be raised by a process Ta x oh the ~Soii r muler s 
vi^~'werg~ expec te(r"tb pass ifon’jto the c bnsum ere. 
For^n' supplies of fruit, vegetables, b aco n and^p^y 
produce were subje cted to an import duj:y. As far. as 
meat is concerned, a quota was applied ~to imports by 
inaking a necessary provision in the trade agreemepj^‘ 
’signed w.tii the Empire countries, Denmark, Argi^ 
tina, etc. Further, by the Agricultural Marketing' 
Act of 1931, marketing schemes were introduced <or 
many commodities to regulate their prices. Thus 
latterly the government has awakened to the import- 
ance of protecting the small farmer. It is to be seen 
how far the government policy would help to reverse 
the agricultural tendencies of the 19th century. A 
clash of industrial and agricultuxal interests would 
need to be avoided. 


Chapter III 

THE REVOLUTION IN TRANSPORT 

The Industrial Revolution changed the technique 
of production by introducing machinery. Machine 
production, however, impi es large scale production 
the success of which would depend on the existence 
of wide markets, linless, therefore, the means of 
transport had undergone a revolutionary change, 
widening the scope and area of markets would hive 
been impossible. Hence the revolution in transport 
was a necessary accompaniment of the Industrial 
Revolution. In England it was completed in four 
successive stages : (1) betterment of roads, (2) con- 
struction of canals, (3) construction of railways, ,and 
(4) application of steam power to water tran^^rt. 



33 


The Revolution in Transport 
Improvement of Roads 

There were maniy roads in England before the 
advent of the Industrial Revolution, but they were in 
“a misfifable condition. Neither the art of constructing 
roads had sufficiently developed nor, after construc- 
,%ion, they were maintained in good condition. The 
Toadb were no better than mere earthen tracks useful 
■pnly for the pack-horses and that also during certain 
parts of the year. Transport of bulky goods was 
diiRcult. There was enormous delay and the cost of 
transport was also very high. The industrial deve- 
lop#r\ent of the eighteenth century would have been 
beld* up if the condition of roads had not improved 
■an*d other means of transport Were not introduced 4 

This condition of /roads was no doubt largely the 
a;iesult of lack of knowledge of constructing roads 
and proper supervision. Under a statute of 1555. the 
c onstructi on and maintenance of roads was left to 
au ^aid parish , offi cers. I t pr ovided that persons stay- ' 
i ng in a pari.sh had to ^ive six d^s’ _compulsory_lat>our 
in a vca r^ Those whose annual income exceeded £50 
Tiad to giv« the servlc^'of a nian, a horse and a cart 
for six day s "in a year. With the help of these the 
parish authorities were supposed to make and maintain 
roads. The systjm achieved no substantial results. 

With the opening of the eighteenth century, a 
change came in this system. Construction of roads' on 
t he b asis of jpcal organizatio n was introduced. Turn- • 
Iffu sfs b egan to Te .organized under Acts ofTh^e 
f ^MhTreh I.'"_ ’RicT finance necessary for the purpose 
was niised from those who used the roads constructed 

these trusts. The new drive gathered .speed a.s is 
e^denced by the Acts passed by the Parliament. 
Between 1760 and 1774 no less than 450 Acts were 
pa^ed. The system, however, had its own defects. 
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lac ked plan ning and sometimes Ic ^al interg^ tg^ 
""*clasKed with national interests. In spite oithe®^ 
ffiS^^aclcs“’"if must be admitted that t he system 
achieved considerable succ^s, more particular ^ a^fte r 
fEe invenfidns of Metcalfe, Telford ^d Macai^nijSlh^^ 
devised Ihe rneans *df edh^^^ ”a’ durable surface 

bridges and culverts. With the help of these 
neers, the trusts weie able to bring about a revolution- 
ary cliange in the utility of roads. Stage-coacin^ 
canying pa.ssengers and wagons carrying goods began , 
to ply on the newly consiructed roads. This resulted 
in a good deal of saving of lime and cost. The latter^ 
‘'^however, still remained substantially high. Thus the 
rate for transport of goods ])etween London and 
Birmingham was £5 per ton while between London 
and Leeds it was £13 per ton. The comparatively* 
high cost of transport led to the next stage in transport 
revolution, viz., the construction of canals. 

Unlike France, England had pa d no attention to 
the improvement and use of internal waterways, * 
though in the earV" eighteenth century some of the* 
rivers in the industrial districts were d^pened and 
’'made useful for navigat/on. Canals d!r artilficial 
waterways, however, were not attempted. In the 
middle of the century, the demand for coal increased 
with its use in the smelting of iron. The landowners 
who possessed coal fields we^-e interested in develop- 
ing suitable means of transport for coal which would 
"he less costly than the road transport. The initiative 
was taken by the puke of Bridgewater who was one 
of the big mine owners. With the help of Jam tes 
Brindley, an engineer, he built a canal from Wor^ly 
to Manchester in 1761. The success of this enterj^e 
3ed, him to connect it with Liverpool. Immediately 
the price of coal in Manchester went down by hall 
This canal enterprise aroused the interests of those 
who had capital and soon a number of canal c()pipaiii^' 
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%ere incorporated. By the end of the century, the 
mileage increased to 3,000, and many important 
centres of trade and industry, were connected with 

each titoer. 

The canals proved greatly useful to the economic 
''4)||;^opment of England. Import of raw materials 
Mffl^^fport of manufactured goods were rendered easy, 
consequent growtli of industries clearly showed 
canals had proved vital to their progress. The 
^ -ci^on textile indu.stry in particular developed very 
•' rfj^y. In 1829, when llie railway dcvt^lopment had 
‘ J®Kt mad-e a beginning, there were no Jess than ^0,000 
power looms working in England ; the import of 
wool had increased from 4 million lbs. in 1764 to 300 
million* lbs. in 1830 exports of manufactured cloth 
Vd risen to £18 millions, and the industry was em- 
ploying 800,000 persons. But this w’as nc>t the only 
result of the canal sjystem. In fact it was responsible 
for quickening the pace of all economic changes. The 
f movement of population from the agricultural areas 
to the industrial centres was facilitated, the develop- 
ment of ‘great ports was made possible and even 
ag^rioulture"’ benefittedi to no small degree. The 
increasing demand for food from the growung popula- 
tion led to the development of large farms t h c‘ 
production of w’'hich was moved with the help of 
canals. The resultant prosperity of Ihe country was 
reflected in the earnings of canals. Dividends ranging 
%om 30 to 75 p.c. were declared by the canal com- 
ities in 1825. 

But. by the end of the first quarter of the nme- 
t^ith century, the industries and trade of England 
hi^^reached a stage where canals were unable to cope 
vs^m their requirem^ts. Moreover, canals used to 
get frozen in some parts of the year to the annoyance 
of trade. However, the chief cause which called for 
^ ;further improvement in the means of transport was 
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that the growing trade of England required a quichi^ 
means of transport than canals. Thus the railwi^ 
were a natural outcome of the pressing necessity fc«r 
improved means of transport. , 

Advent of Railways 

Attempts at constructing a locomotive were ijiadft 
as far back as 1784 by one Mr. William Murdock. 
Thirty years elapsed before any dem 9 n^rable succfss 
could be achieved in this direction.’ ll was Gettfge 
Stephenson who finally showed the practicability of 
locomotion in transport in 1814. The general public 
in England, however, showed great concern regardin|{ 
the effects of the new invention and created obstadtec 
in the way of its introduction. This opposition wav,' 
however, soon overcome and in 1821, the PafliamMit 
passed m Act permitting the construction of the first 
railway line between Darlington and Stockton. Thus 
the era of railway construction started in England. It 
may be conveniently divided into four periods to faci- 
litate study : (1) 1825 to 1844, the period of experir 
ments ; (2) 1844 to 1872, the period of consolidation^ 
(3) 1872 to 1893 the period of attempt at f’arliament- 
ary control ; (4) 1893 onwards, the period of further 
amalgamations and state control. 

1825 1844 ■' • f " 

The first railway line was opened in 1825. Since 
then railways proved a financially successful pre^po- 
sitioi). Between 1825 and 1835 no less than 54 railway 
Acts were passed and the mileage had reached nearly 
500. The railway companies had also succeeded in 
paying dividends ranging about 10 per cent. In the 
meanwhile, the banking system had developed rapf^y 
under the concessions given by the Acts of 1826 and 
1833. Indu.strial prosperity had led to the accti^ala- 
tioh of capital. To take advantag of the low interest 
rate, the government also decided to convert, itS fanriy 
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^from a higher to a lower rate of interest. The in- 
vestors who had investible resources, therefore, re- 
garded investment in railways as preferable to govern- 
ment investment. Between 1836-37, therefore, no less 
than ^ bills received sanction of the Parliament and 
the railway mileage reached 1,000. 

•The growth of railways gave rise to two, pro- 
blems j firstly , there was lack of planning an'3'^second- 
ly, thTTaili^ai^interests were growing powerful and 
weire likely to develop into a monopoly. The Parlia- 
ment'^iherefore felt the need for controlling the rail- 
ways, but it could not make up jts mind on the manner 
or the extent of control. It did not want to interfere 
With Ihe new enterprise nor did it want the railways 
to' grow" uncontrolled. It, therefore, took some half- 
* hearteS * measures. It •ini'i eased the powders of the 
Board of Trade which was entrusted with the work 
of ajoperyd^^^ the railways. In 1842, it was laid down 
that" no new railway could be started without the 
previous sanction of the Board. In 1844, it was fur- 
ther, provided that the railways were not to enhance 
mjes arid fares if their dividend exceeded 10 p.c. and 
that the railways constructed in future • might be 
purchased by the government after a specified time, 
^ese measures were not likely to help the control of 
the railways in the interest of the public. What was 
wanted was -a* control oyor^ services and maximum 
]^es and fares. But because of the growing influence 
oi the laissez-faire doctrine on the Parliament as well 
^ the general public, it could not think of a detailed 
regulation. The Economist rebuking the government 
wrote on February 15, 1645 : “ We have often 
pressed our opinion that one of the most dangerous 
tefndencies of our legislation of late, in imitation of 
the worst principles of other countries, has been to 
concentrate power in the hands of government The 
railways, therefore, uncontrolled by the government 
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continued to exploit the trade and industry of the 
country. 

J ' i f* 

1844 to 1873 

In 1844, there were 2,100 miles of operatf^aig rail- 
ways. They had linked the important centr^g^-of trade 
and industry. Financially they had proved a great 
success. Tiic railway organizations, however, Neon- 
sistod of a large number of small and big concerns^. 
At this time, therefore, it began to be realised that tbe 
multiplicity of management was conducive neithef to 
economy in management nor convenience of travel. 
With the banking development of the country/Hie 
investible resources had increased. George Hudson^ a 
financial genius, held out wild prospects of gain from 
investment in railways. Hence the period , opened 
with n('w construction of railways and the amalgama-’ 
tion of the existing linos. The railway mileage- 
jumped to 6,620 in 18f)0. Between 184jfand 1850, no 
less than 43 Acts were passed by the Parliament per- 
'milting amalgamation in one form or another. 

It is interesting to note that while the railways 
were developing into a monopoly and the l^anals were 
being squeezed out as alternative means of transport, 
the Paihament was becoming moi’e ana more laissez- 
faire minded. The interests oi the public required 
that railways as a common carrier should be control!^ 
and yet the prevailing ideas about the role of the 
government required tliat it should not interfere With 
private enterprise. But the Parliament again made 
indecisive attempts to control railways by ineffective 
legislation. Tn 1844, a tribunal of five commissiQjxera 
was appointed to supervise amalgamations. It dj^d 
not achieve much and was di.s.solvGd in 1851, In 
again an Act was passed and a body, the 
Control, was established to revive the competitfeSi of 
canals and to protect the public from discriminatian 



The Revolution in Trans fort 


39 


hin rates by the railways. It also did not prove of 
nmcB~avair‘ 

In the meanwhile mercantile' opinion became 
very «;ritical of the policy of the government. The 
generSl public also realised the effects of non-inter- 
ferenc of the state and, therefore, became more in- 
clixj/ed towards the need lor legislative control of 
railways. Walter Bagehot, who was the Editor of the 
•Economist, wrote in 1860 ; “ Granting that state 

piiichase would be exceedingly beneficial, it becomes 
the plain duty of the Executive Government to enquire 
whether that transfer cannot be effected In 1865, 
therefore, a Ro;yal Comm.ssion was appointed to 
advise the government on the question of state control 
or purchase of railways. It came to the conclusion, 
. after tleliberation for ^ two years, that no change in 
.the status of railways was called for. The pciiocl, 
theiefnre, ended with the much-dreaded monopoly of 
railways becoming a reality. 


un l« 1893 

The idea of nat-onalisation of railways received a 
great impetus in this period. The public demand 
became more insistent. Bagchol wrote : ‘‘ Tl is an 

admitted principle of political economy that all mono- 
polies granted by the state ought to be under the 
superintendence or correction of the state T h t* 
public complained loudly about the practice of (hsci i- 
minalion in rates between individuals and individuals 
and areas and areas. The ris.ng t^de of comjx'titiou 
from the voung industries of Germany and the United 
States had brought homo to the politicians the dangeis 
of free trade policy. In these conditions, the railways 
‘Approached the Parliament for legi.^Iation permitting 
further amalgamation of railways. 

The government, therefore, appointed a Commis- 
*sion to report on the measures necessary for control- 
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ling railways. On its recommendations, the govern-^ 
ment established, the Railway and Canal Commission, 
and entrusted to it the work of preventing combina- 
tions, reviving canals and hearing complaints about 
preferences. In its early years, it did not ptove of 
much use. The depression of 1873 and subsequent 
years, however, brought to the forefront the d^ects 
of the railway management. The government, there- 
fore, decided to act and in 1888 the Railway and Canal 
Traffic Act was passed. It made the Railway 
Canal Commission permanent and gave it more 
powers. Discrimination in rales was forbidden and 
the railway companies were asked to submit within 
six months ol the passage of the Act, a revised classi- 
fication and schedule of maximum rates. In 1893 the 
now rates permitted by the government caihe into, 
force. The railways raised the rates to the maximiini 
permitted. Immediately there was a hue and 
from the public complaining against the effects of this 
policy of railways on trade. An inquiry was there- 
fore set up by the government and on the strength of 
its findings, the Act of 1894 was passed which provided 
that the railwa,vs could not raise rates* unless an 
increase was justihed. They could do so only in the 
event of a rise in the cost of management. Hence the 
Act of 1894 had far-roaching effects on the railway 
management. All incentive to economy was killed ; 
the managements did not lower the rates even for 
experimental purposes and competition in rates came 
to an end. 

/ The period under review, however, is marked by 
a change in the attitude of the Parliament. It showed 
that the government had departed from its former 
stand of laissez-faire and had deemed it necessary to 
intervene in the management of the railway compa- 
nies. But it coulfl not summon enough courage to 
think of the nationalisation of railways which was 
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* demanded by the public at the beginning o£ the 
period. 

1B93 Onwards 

T&is period is momentous in the railway develop- 
ment of England. It witnessed a steep rise in the 
cost of management resulting from increasing taxa- 
tion, higher prices of coal and competition among 
•railways to attract traffic by giving better facilities. 
This very competition brought about further amalga- 
mation among railways much to the annoyance of tlie 
government. Many canals were either purchased by 
the railwaj^s or had ceased to function because of 
their competition. In 1906, therefore, government ap- 
pointed a commission to report on the possibility of 
• revivihg the competition of canals to counteract the 
•iMHopoly of the railways. The commission recom- 
Mthded that the state should take over some of the 
canals and deepen them. The railways opposed this 
move of the government and, therefore, no action was 
tal#n on the report. The monopoly of railways, 
therefore, remained uncontrolled without any further 
action frdtn the government. 

In addition to the effects of monopoly on the trade 
and industry, the labour on railways began to feel the 
growing power of the employers. Though trade 
unionism in other branches of industry had grown in 
the past, it did not make any striking progress in the 
railways. By 1892, hardly one in seven workers was 
a member of a trade union. About this lime, there- 
fore, labourers started organizing themselves to im- 
prove their conditions of work and wages. Tn 1897, 
4hey demanded an eight-hour day and a rise in wages 
by two Shillings. No heed was paid to th:s demand 
until 1907 when the railways responded by agreeing 
to set up conciliation boards consisting of the jopre- 
sentatives of employers and workers. Thi.s did not 
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improve the matters and the workers went on strike 
in 1911. Though the powers of the conciliation boards 
were improved to make them more useful, the work- 
'^ers realised that unless they formed a national 
organization of labour they would not succ^d in 
achieving their aims. In 1913, therefore, they formed 
the National Union of Railwaymen. Soon after ^this 
they demanded, as the means to improve their condi- 
tions, that the railways should be nationalised and 
that they should have a share in their management. 
Some increase in the wages was given at this time, 
but the fundamental issues raised by the labour *did 
not receive any attention (>f the government because 
the war clouds were already gathering on the horizon 
and in less than one year the Great War broke out. 

Duriiiir and After the Great War of 1914-18 • 

During the war the railways were put under the 
control of the government to facilitate the needs of 
war transpo’t The railways continued to be man- 
aged by then' respective private organizations but 
under the control of a committee of managers presided 
over bv the president of the Board of Xrade. The 
railway companies were given their profits on the 
basis of the mmediate pre-w^ar years. 

After the armistice, the railway problem again 
loomed large in public dis"‘Ussion. The labour party 
which had now growni strong demanded the n^ftion- 
alisation of raihvays. Ihe opinion outside the Parlia- 
ment also w^as in favour of the demand. After long 
discussion and deliberation, however, the government 
decided to maintain ‘status quo’ in railway management 
and handed over the railways to their respective 
private organizations in 1921. But in doing so it 
brought about extensive changes in the management. 
It had seen the advantages of combined management 
during the war anH, therefore, it proposed compulsory 
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•merger of lines wifh sufficient safeguards for the 
interests of the labour and traders. It may appear a 
little strange that, when the country was demanding 
nationalisation of the railways because combination 
was regarded to be detrimental to the interests of the 
general public, the government should propose fur- 
ther concentration of management. 

By the Railway Act of 1921, the railways were 
•I3jerg^d into four groups: (1) the Southern covering 
a mileage of 2,150 ; (2) the Great Western covering a 
mileage of 3,750 ; (3) the London Midland and Scottish 
eovering a mileage of 7,750; and (4) the London and 
North Eastern covering a mileage of 7,750. The Act 
provided that any saving which might occur from this 
merger was to be distributed between the railways and 
, its consumers in the ^proportion of 20 per cent, and 
J80 per cent, respectively. In regard to the rates and 
fares, a Railway Rates Tribunal was set up. It was 
empowered to fix and, if necessary, vary rates and 
^ fares. It could also hear complaints of the traders 
and merchants in regard to rates and fares. To pro- 
tect the laobur interests, a Nation^ Wa^es Board was 
to be appointed. It was to "consist of six representa- 
t iyes of^i^ailways, six represehtajtives of . labour and 

the public. In. addition there 

an independent chairman. ’ The decision of 
the BoarS" was binding on neither labourers nor em- 
ployers. Its function, therefore, was more akin to that 
•of a conciliation board. The Board, however, might 
prove useful in bringing the two parties to a dispute 
together and giving them a chance to explore com- 
mon ground of compromise. The Act also provided 
jor the publication of the statistics of operating costs 
SO that the public may be able to judge as to whether 
railways were being managed economically. 

The above Act was given effect to form 1st Janu- 
^iry , 1923. The new rates came into force from 1st 
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January, 1928. The working of the railways since the; 
changes made by the Act of 1921 has not fulfilled the 
expectation of the government. The competition be- 
tween the railways in the different groups continues- 
unabated because of the over-lapping of teivitories 
served by the railways of the different groups. The 
prosperity expected for the railways has also not been, 
realised because of the post-war depression, high*and 
rigid labour costs and the advent of the competition 
of the road transport. The English industries aJid 
foreign trade declined during the post-war years wd 
never regained their pre-war levels. This decline 
affected the railway earnings adversely. Furtfier, 
during the war years, the wages had risen substantial- 
ly, but in the post-war years, it became difficult to 
reduce them because of the opposition of the* strong 
and powerful trade unions. In 1932, an appeal wa§.' 
made by the railways to the National Wages Board 
for a reduction of wages. The workers opposed the 
request on the ground that workers’ wages ought to 
be the first charge on the earnings even though it ' 
may mean a fall in dividends. The railways could 
get no relief in this direction. • 

The last factor which affected the earnings was 
the competition of the road transport. During the 
war private motoring was very much restricted. 
When the war ended, the competition of motor trans- 
port revived, perhaps with greater vigour than before. 
The railways complained that they were at a dis- 
advantage comparerl to the motor transport in three 
respects : (1) while they were subjected to stringent 

public regulation though they used the track owned 
by them, the motor transpoit was more free in thjf 
respect though it used the public roads; (2) though 
motor transport was taxed, taxation was not com- 
mensurate with the cost and upkeep of the roads ; (3) 
the railway rates were controlled by the government 
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^•while motor transport in this resj^ct was compara- 
tively free. The railway companies, therefore, de- 
manded that motor transport should be regulated more 
stringwntly. 

^TTie government responded to this request by 
passing the Road Traffic Act of 1930, which gave 
pov^ers to the Traffic Commissioners ,to license motor 
cars, to regulate time tables and routes and in general 
*to control motor transport. As this did not bring any 
relief to the railways, in 1932 a Rail-Road Conference 
was called under the presidentship of Sir Arthur 
Salter. The conference recommended to the govern- 
ment stricter licensing of road transport companies, 
taxation in proportion to the wear and tear of roads, 
and cqntrol over the conditions of labour employed by 
* them. Even changes in these directions did not give 
‘any relief to the railways and their earnings continued 
to decline. The decline was perhaps the highest 
■during the peak years of the depression. For 1931 and 
1932, the annual decline was in the neighbourhood of 
£14 millions. Of course an attempt was made to 
introduce ^economy in management, yet on the whole 
the railways could not be said to have enjoyed pros- 
perity in the post-war years. 

In the most recent years, however, in spite of 
competition the railways have been able to hold their 
own against the motor transport in the carriage of 
bulky goods and the long distance passenger traffic. 
An attempt also has been made to electrify the rail- 
ways to quicken services. But these factors have not 
been adequate to improve the finances of the railway 
companies. There is still some amount of competition 
•among the four groups. Hence there is a possibility 
that the four groups may be combined either into a 
'Single private company or a department of the gov- 
ernment. The Labour Party has not given up its 
demand for state ownership of railways. The future 
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alone will show which course the government wtwttl^' 


adopt. . 


V^eTelopment of Shipping 


• The English prosperity resulting from thie^pidusit. 
4rial Revolution could not have been so remarkttlNft'" 


.aaerely with the development of railways if shipping 
^'liad not undergone the changes of the nineteenth 
re^tury. External means of transport were as viteV ' 
to the success of the industrial development as 
•int^nal ones. The English industries were built on 
the ‘supply of many raw materials foreign cc^n- 

trie.s ; they were equally interesto<f»W foreign niar- 
kets because their capacity of production was in excess 
of the ability of the home market to absorb goods. 
Shipping development, therefore, was vital iftjbpljjt, 
the respects. In addition, from the political point at- 
view England needed an extensive navy to hold down 
the colonies as a part of the British "Empire. More- 
over. during war the very existence of England ^ 
depended on an efficient shipping. This is etifiugh tP 
show how the very life of England depends on the 
possession of good shipping. • 


That England realised the importance of shipping 
is manifest from the studied attempts of the Mer- 
cantilists to bring about its development. Though 
England possessed considerable sh ipping in the Mid dle 
ships were generally of small siz e. The iKitch 
wio also possessed considerable shipping earned good 
profits from the carriage of goods between nations. . 
The Mercantilists realised that shipping was not only 
yital to the defence of England but, if developed, ' 
would be able to encourage English trade and alsd 
share with the Dutch in the profits of carrying trade. 
Inspired by these lofty aims, the government took,, 
neasures more popularly known as the N avigat ion ' 
Rets. The earliest of the Navigation Acts was riassed . 
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^ 1881. In the following centuries, the policy, to be 
presently, initiated by this Act was conti- 
^nued and airengthend by the passage of similar raea- 
'SU)rti|^^QUsjpolipy,.Aoweyerj had aroxised the regent- 
isjggwtatxithjk nations and Elizabeth repealed the Acts 
M'‘^55 9. But, the freedom of shipping did not continue^. 

and very soon the state returned to its old 
policy. The subsequent laws, proefamations and 
t>^ers passed by the Parliament did not become com- 
p^lely effective until they were re-enacted in the Acts . 
of 1651 and I6f 0 and provision was made for their v 
eniarcement T jjfese latter two Acts governed the * 
shipping polic^^f the state until the middle of the 
ninefeenth century. 

'l^e chief provisions of the Navigation Acts were 
rlhat: f oreign ships were restricted to certa in 

^feies of U'ad e^^nlv ; (|j,7in th e European trade, certa in 
comrno3itr^ only coi^ be br o ught in foreign sh ips, 
but in sucTi cases the por t and pilotage charges and 
.custon T" duties were higher ; the Irad^ between 
Englaharr'^nd ner coTonies w^ restricted to either 


English or colonial ships ; (4yT,he coasting trade was 
restricted “to English ships only : and that (^5) the 
Engli sh ships had to be built in England and tliey had 
toT Tave EngHsK captai n and also t hree fo urt hs o f the 
crew to h e or the Eh^sh" natl^aHy. 

ihe English shipping no doubt received consider- 
able encouragement from the Navigation Acts. It 
ruled supreme over the seas in the 17th and the 18th 
centuries. But this very supremacy aroused the 
l^lpus^ of other nations and at the beginning of 
•^be^neteenth century they threatened with similar 
yi ioh on their part. The English shipping policy, 
therefore, was shrewdly relaxed by stages. Between 
and the Crowji,^as,je^mppwered tojiego- 

txafe treaties wi^ other countries” on reciprocal 
basis , lireafies were'^he^tTa^ed with Fh-ussia, 
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Denmark and other countries. Similarly, about thiflu 
:ime the colonies were allowed to trade directly with 
foreign countries, but the unter-imperiaL trade WM 
jtill reserved for the English or colonial ahips. These 
changes made the working of the Navigaticfti Acts 
lifficult and to keep them on statute ftierely was to 
irouse the feelings of others against England. The 
:ree trade movement also was gathering strengtn at 
.his time and, therefore, finally it was decided to 
;epeal the^_. N avigation Acts in 1849 . don diti ^s 
Regarding the crew were repealed i n 18 53 and,jgyeQ 
he Wastal trade was' fKfowh openTn 18 ^ ^ 4. Thus ^ter 
learly T73 yea rs, ^English shipping wais freed from 
jovernmental control probably after its purpose^ 
ichjeved. 

• 

This freedom of shipping coincided with great* 
ihanges in the construction of ships. Thou^ steam- 
ihips were constructed as far back as 1802, the real 
levelopment came after the middle of the 19th cen- 
ury when wooden ships were replace3~by‘1roh onbs. • 
n the" TasT ■quartef~'gTups of sfeeT "were ' coii^rucled, 
The technical developments achieved furtjier success 
n the const ructon o f oil jtankers and ref rigerator sh ips, 
n addition To these successes, the obe nihg oi^the Sue z 
iilanal in 1869 prov ided a shorter r oute to 
rountries and gave a stimulus to. the shipping i n4us trv. 

Thus the technical developments of less than half 
i century gave a decisive lead to England in the ship- 
)uilding industry and the carrying trade of the world, 
h this devlopmenc, the availability of coal and iro)^ 
n England have played no mean part. After 1870, ’it 
s estimated that the shipbuilding- industry gave en»- 
)Ioyment to nearly 200,000 workers and accoimted for 
in output of nearly £50 millions. O n ibe eve of th e 
a st Great W ar. En gland P'>ssessfaJI2_SiK!&'' 
of alotal 6f '26 mlllW o f wml d top * 
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naee. England also carried about 52^,. per cent, of the 
■ ka*-” “ ' , ’ " 

The success of Enj^l^d m shipping aroused as 
before > the feelings of ie afbusy"~ih~ olHer countrfes 

urging the people 
tow ards a f ull^looded economic development as a 
nec 65sary pre-regiiisite to maintain .their indepen- 
^e^. Many countries encouraged shipping. The 
lead was given by France and was followed by 
other countries like Germany, Italy, Austria. Hun- 
gary, Japan, Russia, Denmark, the U.S.A.. Spain 
and* Belgium. They _gaYe .many co ncessions to tlie 
shipbuilding lndust^^ These were; (1) bounties 
on tOTistructipn^ or .mileage worked ; (2) sp.ee ai 
railway.^ratcs ; (3) reservation of coastal traffic to 
‘natiohar shipping ; (4) payment of the Suez Canal 
dues ; and lastly (5) loans and exemption from taxa- 
tion. Ambng the many countries which encouraged 
shipping in the above manner before the . War, 
Germany ^cceeded _more_than ot]i.ers^ The last 
qupffei’oTlFe 'nineteenth century, therefore, witnes.sed 
a great incyease in the world tonnage and consequent 
c cnhpetition amon g the sh ipping lin es. The result 
was a gepre.ssion ih~the sliipping industr y. The 
^IngTIsh shipping sullered .from internal as well ua 
exj^n^rcompelifldn. Anfi'ong the 'devices which were 
re'adrly"Sd’6pfed by it to meet with the competition, 
wer^ co_mb kLation amongst rival lines, shipping con- 
fecences fd prevent a furtlier fall in fettes and fares 
deferred re bates. An attempt also 
’^^JmSde ~fo~ihcIude the."Tjeri^ n inferos^ in the 
conferences . To some extent this helped 
tl»-4Bng}is#f' •srnpping lines to hold their own against 
the foreign competition for some time. 

" The position which English s h inning achieved 

.rx Al! " ! ' TTT ‘ 1 r « . j 




ind tLstoia l dfydiQDinent of England for. 
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nearly a century before the great discoveries in 
construction of modern ships had led,to_lhe estab lish- 
inent of a nunAer of firms which were in a to 

suj^Iy t he muTfitude of co m ponenT parts r^ 
ffie shi£;JbuUdinj^ indust ry. And in tKis matteT^e 
possession of cbaT^iThd iron in abundant quantities 
proved'very helpful .j. Secondl y, the ships were -built 
like the railways by pff%ir ‘enterprise. The caj^tal 
necessary for the purpose was' ni^ilised by thfe 
vigorous development of banking in the nineteenth 
century. ^Thirdly, England possessed in the Llojyd’s 
organizatioiT^ hs“far 't5te“,12fb C^.^y» 

an institution which could undertake to insur^^^lhe 
risks attached to sea voyage. It was reorganized* in 
187inh addition to undertaking the business of 
insurance, the Lloyds were useful in diffusing ship-* 
ping knowledge among the public. Unlike other 
countries, the English government, however, did not 
plav a direct part in the development of shipping in 
the latter half of the 19th century. Tljis was the«* 
result of the laissez-faire policy which it'^opted in 
the middle of the century, A change, however, began 
to be seen in this policy in the closing decades of the 
century. In 1871, sorne supeiwiSviry^ power, s were 
given, ixL the Board ol Trade. ‘By the Merchant Ship- 
ping Acts of 1875 and ]o7>> ce rtain cori ditTbhs 
seaworthiness of vessels law 

i elating to shipping was recodified, in_XS^4* But with 
the increasing depression in shipping in the last 
quarter of the 19t]i century the public showed itself 
to bo more critical of the ‘ police ’ functions of 'ihe 
state end wanted it to play a more intimate role in the 
development and preservation of English shipping like 
the German government. The government, ho^grgyer, 
not ch aiiuejts. fiolicy , though on.^me.. bcca^Qa s ,|t 

jKia l^s. Thus the 
state hwped the Cunard„Cor%)any witii a loan in the 
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^Construction of the Mauretania and the Lusitania in 
1903. Between 1900 and 1910, the government also 
^ve a subsidy of £40,000 for the development of trade 
betweeo JIngland and the West Indies. 

During: and After the Great War 

During the last Great War English shipping ^ 
suffered heavy losses from the enemy submarine 
^ttaclcs. England lost n early 8 million gross tons. 

A "" sh ortage d^ sKipp ing was fe lt ahcT th e rafei’were 
rising. The 'goverrimenf fEer ef ore, e^ staE TTshed new 
shipping yards and finally put i^ipping unde^r its con- 
tfoTih’l^ffi. ThougE'new shfps' were cofistructed in 
ll^war period, England came out of the war with less 
floating tonnage than before it. 

In the post-war period, the position of shipping has 
been affected more adversely. Other countries have 
encouraged their shipping industry. The world ton-* 
nage which was 26 millions in 1914 had increased to 64^ 
millions. The competition of Japan in the Eastern 
* waters, of italy in the Indian ocean and the Mediter- 
ranean ahd of the United States in the Atlantic has 
deprived Einglish shipping of a good deal of world’s 
carrying trade, {^The depression in the post-war years 
an^the mounting tide of^ecqr^mk has 

also led To"^ shrinkage’ dPrnterhational trade. The 
co ffibBEn^ dr* thesC T wo" TacTorsTiasTeehTo^ bring 

about" "a decline m the TmdsiHle exp orts of"E^ngland on 
accouhT'oTslnj^ng. The development of air transport 
for ‘“'commercial purposes also forebodes adversely for 
aiiipping. In recent years, the development of aerial 
warfare clearly indicates against shipping being ihc 
most importa*nt accessory of successful warfare Tn 
the case of England, however, shipping would still be 
important bectiuse of its services in bringing food to 
“ttie Englishmen. To-day English shipping is in a 
desperate plight. Its future depends on the future 
shape o| the ^rld ^d]^miQ conditions. 
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Chapter IV 

THE COMMERCIAL REVOLUTION" 

Before 1750 

In the early Middle Ages, commerce as we under- 
tand it to-day did not hold an important position* ifi 
he economic organization of the countries of Western 
Surope. Local needs were supplied by local produc- 
ion. They, however, had a limited trade with* the 
last. Whatever commodities these countries import- 
!d from the East came through generally along the 
and routes. Hence- the Mediterranean was the 
f European commerce. But the geographical dis-^ 
overies of the fifteenth century shifted the centre <3f 
ommcrce from the Mediterranean to the Western 
ea-board of Europe. In 1492 Christopher Columbus 
ailed West to reach the East and by chance struck- 
gainst the new world. In 1497 the Cabots landed on 
he mainland of North America and Vasco de Garna 
ailed round the Cape of Goo'd Hope and reached India 
lext vear. These discoveries established a new 
eiationship between Europe and the outside world. 
?he economic organization Europe reacted admir- 
bly to these epoch-making discoveries and ^the 
ouiidations of a new era of commerce and prosperity 
v'cr^’ laid at this time. With the beginning of the 
lixteenth century the organization of commerce 
inderwent fundamental changes along four Unes : 
1) the opening up of vast trading areas to which 
he new trade routes provided an access ; (2) the 
•stablishment of the great trading companies to 
Lndertake large scale operations ; (3) the introduction 
f national in place of local commercial policies ; and 
4) the expansion of currency, banking and credit to 
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•facilitate the even flow of trade. These four aspects 
will be discussed briefly in the following pages. 

The place which England came to occupy in these 
changes is significant. The early geographical disco- 
veries Vere not made by Englishmen. Spam and 
Portugal whose sailors had discovered the new routes 
started colonising the new territories and establishing 
their trade. But the success of these countries excited 
the imagination of the English adventurers and an 
attempt was made by them too to carve out a name 
for their country in the annals of history. They 
wanted to find out like others new routes of trade and, 
therefore, embarked on the mission. In the early 
years of the sixteenth century, the English ships 
visited the fisheries of New Foundland and in 1539 
William Hawkins reached Brazil. But not until the 
days of Elizabeth did the English achieved anything 
great. In 1553, Sir Hugh Willoughby and Richard 
(Chancellor set out on a journey to find a north-east 
route to India. Instead of finding the route to 
India, which as is known does not exist. Chan- 
cellor reached Archangel in Russia and succeeded 
in concluding a trade treaty with Moscow. There- 
after expeditions were led by Frobisher, Davis, 
succeed in finding any new trade routes. ’ Spain and 
Hudson, Baffin and James but they did not Por- 
tugal continued to reap the advantages of the now 
discoveries. The English, therefore, entered o n 
struggle with the Spanish and the Portuguese to wrest 
for themselves the advantages of trade and mainly 
concentrated on piracy to attack the trade of their 
rivals. This rivalry was also inspired by the religion^', 
differences between these countries. The struggle 
was finally won by England after the defeat of the 
I;ivilicible .Armada of Spain in 1588 by the English 
ppwer. Thus the English now were free to trade 
with other countries.. 
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In addition to the geographical discoveries, 
umber of inventions were made in the field of navigi- 
ion. For example, nautical instruments were invent- 
'd whiqh made long and risky journies on tjje seas 
lore safe than before. Among these inventions, to 
lention a few only, were the mariner’s log and , the 
hronometer. Further ships of a larger size and better 
eaworthiness began to be constructed. 

« 

Thesee discoveries of the fifteenth and the t^ 
ubsequent centuries were momentous in the history 
f the world. Before them, the European commerce, 
mall in size, consisted mainly in the exchange of 
oods with the Asiatic countries. The commodities 
ntering trade were, because of the difficulties of 
ransport, few, very expensive and mainly meant for 
he consumption of the rich. The articles referred to** 
bove were chiefly spices, silk, tapestries, precious 
tones, perfumes, etc. The discovery of the new trade 
outes c»pened vast areas of trade in the New World, 
he East Indies and the Oriental countries. The * 
lumber of trading companies which were formed in 
England alone, and which are discussed below, give 
n idea of the fillip which the di.scoveries gave to 
ommercial enterprise. In a few decades, the 
European, and the European-A.siatic commerce ex- 
panded into world commerce. The commodities 
•ntering it also increased in scope and quantity. In 
place of a few articles mostly consumed by the rich 
ormerly, a variety of goods began to be exchanged 
petween countries for the use of the rich and the poor 
dike. These were the beverages like tea, coffee, atnd 
ocoa, fruits like lemons, oranges and pineapples and 
undry articles like rugs, carpets, furniture an*d 
arthenware. These goods appeared in the houses and 
rn the tables of the lowest classes for the first time 
nd brought about a change in their tastes, habits and 
tandard of life. 
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Thus the opportunities of commerce which were! 
opened at the beginning of the sixteenth century, may/ 
be by the efforts of the Spanish and the Portuguese^ 
were seized upon by the enterprising merchants in 
England. To exploit these opportunities fully, the 
government as well as the public encouraged the 
formation of trading companies in preference to 
individual traders. The reasons which weighed in 
thpir favour were many. Firstly , it was felt that the 
long distance trade on the seas was open to dangers 
natural and otherwise and that a company would be 
ablg^to forearm itself against these better than an 
individual and that if losses were incurred, unl ke llie 
individual, a company would be able to bear them 
w^hout any serious consequence to its ability to piir- 
,sue the* enterprise. Secondly, a company rather than 
an individual would ”*be in a position to secure 
concessions for trade from the rulers of countries \v1h 
which trade was carried on. Thirdly, an individuni 
through greed may stoop to dishonest trading practices 
but a company would not generally do so. A comp iny 
ipight be able to build up, while an individual might 
harm, the ‘reputation of the home land in foreign 
countries. If the latter happened, the future prosper 
of trade might be ruined. Fourthly, the governmeni 
favoured the plan because it was easy to realise laxe.s 
frpjh. .companies and the chances of their b o i n >\ 
defrauded were few. Thus for these and other nin r 
reasons the individual was discouraged and the r;"”' 
era of grat trading companies was ushered in. 

There were twn types of companies formed at this 
time. One was lKe|!ft^jalated Con\pgny and the other 
the Joint Stock Company. TThe regulated companv Wci."! 
an a^ociatibn of traders formed under a charter of the 
Parliament. Each member trader traded individually 
and enjoyed himself the profits arising from such 
trade. He, however, paid his contribution towards the 
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ipk€£p of the company’s agents and stations abroad.*; 
le also accepted the control of the compiany as 
Snbodied in its rules. But the company as a ^i^aiii^le 
Ud not trade. The joint stock company, one 

3:\o-day, was an organization permitted by the P a^ 
lament and brought into existence by the contributijjBl^ 
)f capital by a number of investors. 
harried on in the name of the company ‘tafflPKe share- 
lolders shared in the proiits and losses in the proper- 
ion of the capital contributed by them. In *lhe 
course of time the regulated as well as the joint stock 
:ompanies tended to assume monopoly rights i ftjke ir 
rade with certain areas. Entry of now tradOTTinto 
lompanies was more free in the case of the j'.iint stock 
companies than regulated companies, ipembcrs 

)f the latter regarded their organization as more or 
ess a close corporation and barred the entry of 
nembers. The regulated companies, thex^igre, came 
n for a good deal of critic sm. With tK^‘ ’^passing of 
ime, therefore, the rights of these companies were* - 
Xadually T'f'stncted and finaijy in the nineteenth cen- 
ury abolished, ' ^ 

The Merchant Adventurer was ihe most import- 
nit of the regulated companies! After a long time of 
is exislence, it was incorporated by a royal charter in 
It tradetl wutJi the Rh.ne and the Elb. It also 
viiyed a great part in the Civil War leading to the 
i ‘feat of Charles I. Alter the successful voyage of 
l!!hancel]or, the MugCvivy Company was chartered in 
1555. It traded with Russia, Persia, Armenia and the 
Caspian. During the seventeenth century its trade 
ieclined because of the competition of the Dutch and 
:he disfavour of the Tsar. Trade with the Muslftn 
countries of the Mediterranean was carried on by two 
!6mpanies, the Barbary Company and the Lavan 
Company. The first did not succeed and the latter 
ifter a chequered career surrendered its priyiltiilUft 
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U.1S25 when the trade with these countries was thrown 
tQ all. By far, however, the most important 
period was the East India Compari^ 
7 f It was first started for a jo:nt ad- 

I nture but later on it organized itself as a permari^t 
Sn't stoc k corfipany. It had a monopoly of trade with 
^ Africa and America and in the 

IndianaB^ oceans from the Hegelian Stdtest 

tp*the*Ca^ of Good Hope. It traded mainly in cloth, 
hairtiware and" glass. As the Eastern trade required 
the export of specie, it had, in spite of Mercantilist 
doagUiye, the privilege to export bullion. In India, 
b^Wifer, it aepartcd from the mere commercial role 
and tried its hand at the political game and to the 
astonishmei]^jrf. many succeeded in securing Icrrito- 
r'es. Its poraical activity was later on controlled by 
the Parliament under the Regulating Act of il73 and 
the India Act of 1774. The company was abolished m 
1J158 wh^'Uie Parliament assumed the direct control 
-over India. Thus the inauguration of a number of 
joint .^tock companies was the most important aspect 
of the commercial revolution of this period. They 
marked the^ beginning of large scale business and but 
for them the European #c)mmerce would have remain- 
ed small in scope and extent. They also succeeded in 
establishing trading connections all the world over 
which proved vry useful to England when the Indus- 
trial Revolution occurred. 

3^ The third aspect of the commercial changes of 
this period w^as the development of national policies 
In the Middle Ages, because of the lack of transport 
facilities, villages and towns were more or le.ss self- 
siftlicient. The control of industry and trade was local 
in character. There was little national feeling at id 
national policies were characteristically absent. To- 
wards the end of the Middle Ages, however, there was 
s^lJllpent increase in the power of the Crown. The 
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:rad€ of the country also began to develop. It was, 
tj^erefore, legitimately felt that would 

iot> be conducive to national interestaf and 
S;ate gradually assumed power over local as weu as 
lational interests. This tendency became more pro- 
nounced in the seventeenth and the eighteenth" cen- 
turies and came to be described by the term Mercan- 
ilism. It is not necessary here to dilate mor^ on 
,his aspect as its implications have been fully discussed 
n the first chapter. 

The last aspect of the commercial changes was 

:he increase in currency, banking and credit. So long 

as trade was limited in size and scope, their import*- 

ince though not underrated, was not keenly felt. 

With the changes of the sixteenth and the seventeenth 

centuries, trade expanded beyond the boundaries of 

1 nation to distant countries. The magnitude .of trade 

also changed. The currency requirementSs of traders 

ncreased correspondingly. At this time the circulat- 

' ^ 

ing medium in the European countries mainly con- 
sisted of coins made of gold and s.lver. Their amount 
20 uld be increased only if the production of these 
metals increased. An attempt was no doubt made to 
inciease their production in Europe and Africa, but 
not until the beginning of the seventeaith century 
when they began to be produced in America, the 
demand could be fully met. The figures of world 
production between 1493 and 1760 clearly sho w tha t 
the production rapidly increased in the years b^in- 
nine with the seventeenth centurv 
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World 

Production * 



Gold Silv< 

(In million dollars) 

1493-1520 

108 

55 

1521-1560 

205 

297 

" 1561-1600 

00 

597 

1601-1640 

224 

679 

1641-1680 

240 

585 

1681-1720 

313 

580 

1721-1760 

581 

802 

* Total . 

, . 1860 

3595 


This influx of jgold and silver among other factors 
lad far-reaching effects on the economy of European 
entries. England could not escape from its effects, 
[t brought about a rise in prices. But as wages were 
J 9 ntrolled by the state, it gave higher profits to the 
hdusto^ and .merchant classes. Accumulation 
>f capnll^'iwd its investment in stocks and speculation 
vere no dotibt the results of the increased circulation. 

The development of banking and credit came 
nuch later m England than in other countries. 
AiTiile Venice, Genoa, and Amsterdam possessed bank- 
ng institutions for quite a long period, in England the 
ranking services, to use a modern phrase, were 
jupplied mainly by the goldsmith bankers. Though 
attempts were made to start a regular national bank ; 
,0 help the growing commerce of England about the • 
niddle of the 17th century, these attempts failed to 
xtaterialise because, among other causes, of the indis- 
iretions of the monarchs. The English had, therefore, 
:o make use of the services of other countries. After 


tt, Barnes & Flugel, Economic History of Europe, p. 
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'*,the revolution of 1688, when the limited moiuu^li 
xV established and Willi^ III was in need oTSiinjc 

* .to finance wars, the Bank of England was incorporate 
Y.'^iin 1694, The foundations of modern banking wei 
r Jaid” in this year and in the next two centuries Enj 
land came to possess a banking system of the highe: 
teminence. By 1750 there were 12 banks outsic 
London. The notes of the Bank or*England and th 
private bemkers freely circulated and supplied tt 
needs of growing commerce for a credit curreaic; 
The rate of interest also declined from an average ( 
7 to 8 p.c. to 4 p.c. The bill of exchange long fantil.c 
as a credit document began to be used on a largf 
scale. Though England did not possess at this tfir 
a regular bill market, its use was facilitated by a cla; 
of persons known as Scriveners who engaged then 
selves in the business of bringing together borrowel 
and lenders of money against bills. 

Anotner interesting aspect of the financial de\< 
lopments of this period was the beginning of businos 
in stocks of joint stock companies. It has 
already mentioned that joint stock compan’es wer 
started in England for trading purposes. At the on 
of the seventeenth century. England and Scotian 
together possessed about 140 joint stock cpmpsaiM 
with a total capital of £4,250,000. Speculation in th 
shares of these companies 'became the occupation c 
not a few persons. The share prices fluctuated widelj 
Thrs the shares of the East India Company decline 
from £200 to £-37 between 1692 and 1697. IIpj 
speculation was increasing in England was shown b; 
the hj^story of the South Sea Bubble companies. I; 
spite of the early difficulties in the development °c 
banking and credit and their use in speculation, i 
must be admitted that they were immensely useful i; 
the growth of English commerce. 

The statistics of the foreign trade of Etjgland ii 
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Ihis period though scanty show the combined effect 
of the changes mentioned above. In \700 the__ total 
volume of England’s exports was tons ; it 

increds^d to 661,0 00 tons in n50 and 1,958,000 tons in 
1801 . The average value of imports and exports 
between 1698 and 1701 was £5,500,000 and £6,400,000 
respectively. In 1801 the respective figures were 
£31,400,000 and £41,400,000. 

•^In the foregoing paragraphs mainly the changes 
in the foreign trade were discussed. The home trade 
‘ organization may now be described briefliy. In the 
seventeenth and the eighteenth centuries thougl 
chgmges occurred in the nature of trade, its organiza- 
tion remained substantially medieval in character 

i tThe trade of England wqs carried on through a num- 
Pjer of regional markets. They were usually in the 
form of w'eekly, annual or bi-annual fairs held in the 
important towns. People from the neighbouring areas 
who had either to sell or buy assembled at these fairs, 
*Qu te frequently traders from distant regions travelled 
txi(g||^ese fairs. But none of these towns with the 
j exception of London could boast of a constant toucl 
with the whole of the country. Lack of good com- 
munications thus limited the size of markets. Some 
of these fairs which were periodical were held for : 
fairly long time and during the.r continuance the 
place would bear the appearance of a town. Amon^ 
such fairs were those which were held at Stour- 
bridge, Winchester, Boston and Beverley. The oul 
standing chafacteristics^bf the tradirig at these fairs 
were that bargains were struck in the physical pre- 
sence of goods and without middlemen. There were 
f6w retail shops as the producers sold directly what 
they produced. Approximately" 75.jper cent, of tlic 
horpe trade of England was done through these fairs. 
\ Besides these there were in a few places special 
I market^ in which the products of the local industry 
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were sold. Such markets existed in Le«^.Bra^ordj 
Hud^dersfield, Wakefield and Halifax. It was also 
noticed that a certain amount of trade was carried on 
by travelling merchants and pedlars. The lj^;.X 3 (ien« 
tioned trader usually carried on a horse llifefc an 
assortment of goods of various kinds and visited the 
countryside. This organization of the home trade 
was typical of the period before the Industrial Revolu- 
tion, But when the means of communication imdpr* 
went a change, after the advent of the Industrial 
Revolution, the organization of the home trade 
adapted itself to the changing conditions. 

After the Industrial Revolution 

The success of the Industrial Revolution with its 
large scale production depended as much ‘on the 
change in the means of transport as on the change iji 
the methods of commerce and the habits of people. 
The construction of better roads, artificial waterways, 
railways and, in the last quarter of the nineteenth 
century, the steamship necessitated a transformation 
in the methods of commerce which could be well 
described by the word revolution. The outstanding 
characteristics of this revolution are three : (1) expan- 
sion, (2) specialisation and (3) integration. ♦ 

: The introduction of railways and the steamship 

as the means of transport and the telephone and the 
telegraph and latterly the wireless as the means oi 
communication has brought the countries of the world 
into intimate contact with each other. The traders' 
in the different parts of the world are in continuous 
contact with each other. In , the same period, 
n^odities have been s^ndardi$ed. .This has eMbiad 
sales to be made by description. A certaiif code oi 
business morality has also been evolved which the 


♦ Birnie, An Economic History of Europe, pp. 6^62, 
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Vaders wIRngly follow. These developments have 
brought about, a great cha nge in the methods and 
C£gaXU 28 JtiQii of sale. Goods are sold by samples or by 
ijiag|SS4i|pcription for spot or future delivery.-/'The 
actuw^ysical presence of goods in the markets is nqt 
ne ces sary, ibis method of sale has enabled the 
dleveiqpment of the great produce exchanges. They 
help the movement of huge quantities of food grains 
and raw materials produced in the various countries 
of ftie world. The constant touch between these ex- 
changes equalises prices and a world price for a world 
conftnodity has become a reality. The local markets 
for certain commodities evolved into prominent 
nalional and world markets. 

Tha development noticed in the staples of world 
’trade did not occur in the case of manufactured goods. 
Ihey are generally less standardised than the chief 
staples and the variety of their production is sn 
• numerous that sales by mere description may not be 
“'always possible. The manufactured goods, therefore, 
usually reach the general public through the ^ole- 
sale and the retail merchants with a chain of inter- 
mediar'es. 

The second characteristic of the commercial 
aiang^ is spMialisation. The first change which is 
noticed in this direction is the s epa ration of industry 
and c ommerce into two distinct functions. It is no 
more a "practice for the industrialist to take his goods 
round, exhibit them for sale and strike bargains witi) 
buyers. The industrialist studies the nature of 
detpand through Kis market experts, decides on a line 
oi productipn, concentrates on it and leaves the work 
df finding a market to the chain of commercial inter- 
mediaries. Further the commercial organization itself 
has been divided into branches on specialised lines, 
ppe branch is the wholesale and the other is the retail. 
TOe v^k of the first is to buy in bulk and sell in 
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smaller quantities to the retailers. The latter sells it 
still smaller quantities to the general public. Th( 
produce exchanges in the staples of commerce hav< 
also developed along specialised lines. Thus there an 
cotton exchanges, wheat exchanges and rul^r esc 
changes which deal wfth only one commodity. L^tty 
Ihe function of buying has been separated from seOmi 
and there are traders who engage themselves in on« 
or the other of the two functions but not generally, ir 
both. The division of commerce on these speciahsec 
lines has given rise to a class of middlemen lqiqyn_ai 
mercantile agents. Their work is T;b hSp their birm 
cipals In maUng sales or purchases. 

(^) The last feature of commercial changes is th« 
"most recent tendency towards integration, "^yith th( 
spread of indusfri'alisatidh’ in many countries and th« 
improvement in the means of transport, the compet! 
tion among producers has become keen requiring a! 
much economy in sale as in production. A tendencj 
* , has, therefore, developed in recent times t<? combini 
into one activity functions which were^‘.^^i|nca^l] 
j sharply divided into many. The developpaajt tb« 
i. ■ ‘ d epartm ental store is an example of this nature. I 
1.'. combines in itself not only the woik of many retai 
shops but also of the wholesale dealers. The mer 
, . chant also has invaded the field of production as ii 
*< ‘ the case of the wholesale co-operative society whici 
, '* undertakes production of cloth, boots and shoeSk etc 
Because of the same forces the manufacturer ha 
encroached on the field of traders. In America ant 
on the Continent, they have established their owi 
shops which are known as chain stores. With theii 
help they have eliminated the wholesaler and tlw 
general retailer. They deal directly with the con 
sumer. This has exhibited how commercial ‘methodi 
react to changes in the economic forces. It may b< 
possible that with still keener competition and wi^ 



6 


The Contrhercial Revolution 

* unequal distribution of wealth commercial organizE 
tion and methods may undergo further changes. 

The external commerce of England which ha 
increased in the two previous centuries assumed ur 
' foreseen dimensions consequent upon the industriE 
changes, the revolution in the means of transport an 
communication and a change in the commercial policy 
iThis was helped in no small degree by the Empii 
which England had succeeded in building in th 
previous centuries. The growth of English trade i 
thq latter half of the nineteenth century is shown b 
the following figures*: — 

•Years Average imports Average exports Averag 
in million £ in million £ re-exports 

m milLon £ 


1855-59 

146 ‘ 

116 

23 

1860-64 . 

193 

138 

42 

1865-69 

237 

181 

49 


291 

235 

55 


320 

202 

55 


344 

234 

64 

1885-188^ 

318 

266 

61 

1690-1894 

357 

234 

62 

1895-1899 

393 

238 

60 

1900 

460 

283 

63 


■ i ) Among the characteristics of England’s foreig 
trade in the latter half of the nineteenth centur, 
the most striking one is the change in the char 
acter of trade. With the establishment of factorie.' 
th e .export trade came to consisi main ly of manu 
%£BJI££i_fi 350 ds” The chief articles of escorts con 
SKted of textfies. machine ry, co al, che mica ls anc 
p ottery. The imports instead of consisting o 

* Ogg and Sharp, Economic Development of Modern Europe 
p. 
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Oriental luxuries mainly consisted of raw mat( 
nals ainffood""^ aTft ¥. TES revolution m tfc 
■ j[/> character ■ of “Trade” was the result of the changf 
brought about by the Industrial Reyolutio*. *Il3 
’tfj] sgc ond ghy^teristic is the ' rabi d yowth in th 

vpiume' ana value of trade . In r@2 . tne exerts an 

imports were valued at £4l"^d £31 millions respect 
vely. In 1900, the same figures increased to £2K an 
£460 millions respectively. The achievements "of % 
Industrial Revolution are amply borne out by tlies 
figures. It must, however, be stated that this r^i 
growth was not always continuous and 
from year to year. There were years ar^kich th 
trade received setbacks. Among such periods wer 
the years between 1 875 and 187^ and between ^ 
and 1889 which were'^ears of depression. The jthrr 
characteristic is the more rapid increase in the imgiPI 
than ejfp^ts. This is explained by th^fepjbt that 
part of the imports of raw materials were used for ih 
production of manufactuured goods to satisfy th 
home market. But more probably the divergence i 
the rate of expansion of imports and expoigts seems t 
be the result of the increasing dependence of Englan' 
on foreign countries for the supply of food mjatedal 
to her growing population. Further the slacl^in 
speed of exports in the la.st quarter was also due t 
the rise of new competitors in the field of Industrie 
production. England paid for the excess of her im 
ports from, her receipts for inyisiKTe ' eroo rtk ~ 

The period after I9p(t gijd. before tiie Great Wa 
saw an unprecedented growth of tr ade in spite of th' 
fact th^ there were mote IndusEialisea countrig 
than before. This prosperity ^^enjbyed hot only l5; 
EnglahcTbut by nearly all the coimtries of the vffxplc 
The explanation of this phenomenon could ‘ probably 
. be found in the extension of industrialisation to thS 
distant countries of the world and the 
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-lat 'taia5 'g?d~ '!^V^a‘ ^ill iQns re^Sitively' "Tn the pos 
war pS^riod, as will be seen later, on, the foreign tra* 
of Englan d received a set-back and had been unabJ 
ji spite of strenuous efforts, to regain its form 
volume. 

*'.* This growth of England’s trade before the Gre 
War has I^en helped in no small measure, amoi 
other things, by the deve lopment of English bankir 
insura nce and shippir^. "In Tact," they have played 
ddTIble TiK( ~~They ' nave facilitated trade and bydhe 
services to other countries, haye helped to redu 
England’s unfavourable balance of tr^e. The En 
• llsh banking' which had" developed round the Bank 
England was lo psided "before 1825. Crises were fr 
quent. tnm year changes were Introduced 

the lawr^raatlng "to the' establishment of banksT I 
. the Acts 1 826 an d 18^ joint stock . bankmg w 
encoti'raged. tKc tone ~of‘ banking mst ittit ipps" w 
improve the application of limited liabil ity ar 
reserve 'Haoility principles" by the' Acts o f'ISsS . ISi 
a^’TBTSTT’his to~the development of sour 
c re.di tTkstitutions which on the one jide collec ted tl 
s av ings of the nation an3 on the'otH'eir helped the trac 
and" ThdilStryT" Thie ' noTe~~curreiicv "of ' "EngTailtd w; 
fegu te tech b y the Act of 1844 a nd in the second half < 
the nineteen fSTcentufy'tfieBank^ of E ngland su cceei 
ed -W d eveloping a tech niqu e oi controlling crcdi 
The t ral !lCTS~ the refore, comd^^FCTd on banks^^fc 
c re_^it of Tntef esl. '"England als 

j fevSipibed in peH ^ar ■" more ^by accioent t ha 

tRe \^cceptance 

® sound banking system, the accep 
axice houses and the bill market gave London th 
gliTO of pre-eminence in finance. The trade of man 
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countries began to be financed through London. 

In this rise of London as the clearing house o 
world trade, the Oqyds organization, which W(l 
j;eorganized in 1871, and the increasing strength' o 
English shipping also have played their part. Hi 
change in the commercial policy of England froB 
protectionism to free trade after the removal of com 
duties in 1846 aind the continuance of this polic y ii 
spite of opposition till 1932 j ib doubt gave M ^co^ 
agement to foreign tradfTT'hus in the nineteenth 
the early twentieth centuries, not only England’s tr^d 
increased but she was carrying and financing the tjssdi 
of other countries; < 


Chapter \ . 

PRINCIPAL INDUSTRIES 

The Industrial Revolution gave rise to a numbe 
of factory industries. They are the textile, coal, xroi 
and steel and engineering industries. In the latte 
half of the nineteenth and the early twentieth centu 
r-ies many more industries were started or expandei 
among which mention may be made of the shipbuild 
ing, chemical, electrical and motor car industries. Hli 
list is not certainly complete as there are a nfimber o 
other industries quite important in their own way 
It would not be possible to discuss all these Industrie 
in a brief chapter like this. Hence it is proposed ti 
devote the following pages to the study of the thret 
principal industries, cotton, iron and steel and coal. 

Cotton Industry 

Of all the changes brought about by the medw. 
nical inventions of the 18th c entury, the revolution ii 
the cotto n trade of the world was the most striH tlB 
Until tfie i8th c entur y, cotton manufacture was main 
ly localised "in the East and cotton g oods were lar f ^t h 
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IQ. use in the tropical countries. With the inventions 
of tfie~18th century, the industry naigrated to the 
West gfi d cotton fabrics began to be used in the 
Eurdpean counMes. The West began to escort 
col tim ^ ds for .use by the people in the East and the 
competition oF these machine made goods killed jhe 
localmdustry~ which did not adapt itself to The 
changes ^ technique. The twentieth century has 
aig§in wTOeSsed the , overthrow of the dominance ol 
the .Western .cotton textile industry by its growth in 
India, Japain and China. Indeed, the study of this 
industry would be found to be romantic if one could 
go into its details. 

* India was the early home of the cotton textile 
industry. Prom there it migrated to other countries 
R' seems to have appeared in England about 1535 
Ifr was established round M anche ster. Though there- 
after it made some progress and cotton goods were 
exported from England, the industry^ was in the 
handicraft stage and its size was small. "The con- 
sumpttefi'bT cotton in this industry in 1700 was onlj 
2 million pounds. Even by 1750, its production was 
limited. 

But the inyention of flying shuttle by Kay in 173:- 
incre^d the capacity of the handlooms to p rod uce 
goods”? 'Bui Ean3- spinn ing could not satisfy _ the 
inef^sed deHiah'd.' This^direclly led to the inven- 
tions hi spIiiliuTg'ln~‘tE e*Iat ter half of the l8th century 
Hargrea vfe’s spIh nTng iehhv".' "Srkwright’s water-- 
fra m^" and Cromp ton’s mule, inventions made in less 
than twenty year.s’’TIrhe mcreased the speed of yarn 
-production. Jam^_Watt|s steam engine which wa*: 
patented in 1769 was applied to the spinning side in 
1785 . Thus spinning passed into the factory stage 
about this year. Weaving side took a longer time to 
pass into the factory stage. The first power loom was 
i nvaated by Cartwright in 1785?"' The first iron loom 
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was built in 1803, but it did not become populfur utt 
1820. By this year weaving, became a factory indi 
try. Thus in less than half a cenhw^, the cot^ 
indu stry p assed from the cottage to the fa ct^gy" 

Yet the handloom industry of EnglandTlu}’ thiK of i 
Contment did not die out immediately, but continu 
its existence till 1860. 

The rise of the cotton mills created problei 
which were also solved favourably for England. O; 
such p roblem was the supply of r aw cott on. Engl^ 
did not produce a pound of cotton. She imported 
from ouutside. But then import on a large scale eou 
be possible only if some device could be found by whi 
cotton could be pressed conveniently into a small 
size to save shipping space^ Whitney invented t 
“^ginning pr ocess in 1793. Thereafter American 'col0& 
began fo TTe import^ on a large scale. By 1832, oTT 
American exports oF 'SOO miHrdh pounds of cottr 
^ England took nearly 220 millions. The price 
cotton also fell to one-fourth of the price in 1798. T. 
second problem was one of finding jmarkete for ^ 
> . large scale production. The success E^lwd in t 
colonial rivalry gave her hold on a number of c<^m 
among which was India. The trade with India w 
thro'ira open to all Eh^ishmen in 1813 and the impc 
duties were kept low. The figures of imports of cotti 
godds into India will show liow the market expanda 

Yarn Cloth 

1815 — 800,000 yds. 

1830 3,000,000 lbs. 45,000,000 yds. 

Thus England d^eloped the.gpt ton textile indt 
try^ partly b~v her skiH. industry and enterprise. pan| 
hy_ the accidents of jier_nat ural resources and geofi 
p hical positioaja Bd pa rtly by the success wh ich s 
achieved__m the struggle for colohii^ '. " “By 
the third decade of the 19tE century, therefore, 

m- 



71 


Princifii Industries 

^^idustry was well-establislied. In 1833, there were 
• power looms in working and the consumption 

. lof cotton bad wached 300 million pounds. There were 
l;282 co(Mon factories employing 220,000 workers; 

After this experimental stage, the industry conti- 
' nued to inake progress. It came to be localised more 
1 raja'1inc5?eiif LancasHire with the result that byThe 
j tfi^’^oT^e last~Greaf War, of the workers ~ehg a|^ in 
I* -tthemHustry, 85 p .c. were "hT Lanc ashire . TEe ib^isa- 
K tion 'was' fHe resuTT of many 'factors among which 
I , mention may be made of the suitably clima te, abun- 
I dant supplies of coal and convenience for export. JBul 
[• fbr ^e setbacks which the industry received Tempora- 
[ rily during the American Civil War and the depres- 
t siQ n s of 1 875-79. and 1885-89, it made a' rapid progress. 
; Gun he eve of the Great War, it accounted for 59 mil- 
lion spndles, 805,000 power looms, 2.000 million 
pounds of consumption of cotton and 620,000 workers. 

the export side, it accounted for nearly one-fourth 
of the total exports. It ranked first in the cofton 
textile in dustry of the world with 39 p.c. of the world 
spindlSs,' 29 ^.crbf tKe wmld looms and 65 p.c. of the 
world cotton trade. Its chief market was British 
India which imported nearly 44 p.c. of the cotton 
textile exports from England. The success of England 
in this industry was so remarkable that it was believed 
that “ at this time a man who could not make cotton 
■pay had to be in some way mentally deficient.” ■t' 

With the outbreak of the war the progress of the 
industr y came to an end. During the war its prodnc- 
tion su ffered because of ihe d ifficulty of importin g r aw^ 
laat eri^ and despatching f^js fied goods. The i^us- 
try, b^ause oi t nese troubles^ jvas put under the 
oontro l^of the Cotton Control H^omn^tee between 
June lj>l7 and February 1919. It"raj^hed cotton and 
where necessary pealed the machmray. Because ,of‘ 

' * " . lii. . ' 
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the shortage of tonnage, its markets were also lo^^t 
C>the competitors. 

T here was a temporary boom in the industry a 
the end war as "the demand from Thew EastS : 

.'fcarkeir reappeared. But this was only a feinpOTar 
ph^ise.~ "From _19M the industry beg^an'To 3ecline''lin 
the decline could not be stopped over" list" jE w 
decadek ^y 1924 the production of y^n 
declined 30 p.c. and 33 p.c. respectively as against *th 
production m 1912. The employment also fell froi 
620,000 in 1911 to 572,000 in 1924. Thereafter _1h 
world conditions improved as ciurrencies were staliilh 
ed and the problem of war debts was resolved^ be 
this industry like, many others in England did *nc 
share in the prosperity. By 1930 the production fe 
by another 40 p.c. from the level of production in 192 
and the employment further declined to_.555,000. * 

An investigation in 1927 showed that the despc 
rate position of the industry was due to the loss c 
foreign markets, mainly in India, China, the 
and the Near I^st. They took between them 67 p.< 
of the exports of cotton goods from England in 1911 
In 1929, as against the level of exports in 1913 the loE 
in the Indian, the Chinese, and, tlie Balkans and th 
Near Eastern markets amounted to 58, 71 and 53 pe 
cent, respectively. This loss has been largely due t 
the growth of local industry in India and China aft 
the growing competition of Japan. In 1914, w^ 
England supplied 71 p.c. of the Indian market, th 
local industry supplied only 27 p.c. ; in 19§0,_the pos : 
tion was reversed and while the local” rndfisir 
supplied 56 p.c., England supplied only 2^jp.cT of Tth 
market. In the same period Japan inCTeasgclJRe 
exports to India and captured a part of the msirkE 
which England lost In China, betweeri T9iB and 1921 
England’s share of the niarket declined fr^ 5lf p.t 
to 22 p.c., while that of Japan increased 18 p.( 
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i 67 p.c. Injiddition, the Chinese industry which 
partly unoTer the control of Japanese capita, 
^^^e a rapid progress in the post-war period. In tht 
BaiKHn^ and the Near East, the competition of Japar 
and Italy with Lancashire became serious. Thus iht 
posPwar depression in the industry was no doub' 
largely' the result of the loss of the former mMlfeti 
of fiig^d. 

•T'The decline of the industry, instead of beinj 
jUTdsted, became more serious after the onset of th( 
te Great Depression of 1929-33. The average exports o 
I, piecegoods in 1932-33 were only 33 p.c. of the averag* 
r level of 1910-13. This serious decline was no doub 
i imfnediately brought about by the fall in the purchas 
ing power of the agriculturists in the East who~wer( 
!£aced with a 60 per cent^ fall in the prices of agncul 
tnral goods. It cannot be also disguised that th< 
decline was aggravated by the strong competition o 
Japan which resorted to currency depreciation afte: 
.-■she left the gold standard in 1931 and by the mount 
ing production of the local industry in India. Betweei 
1929 and U33 the Indian production increased fron 
2,357 to SjOO million yards. The English manufac 
turers and the government therefore had to put theii 
heads together to devise means of arresting the tota 
extinction of this once great industry. But it may b( 
mentioned that in spite of their schemes, the industr} 
has not shown much improve,ment. 

An attempt now may be made to sum up th( 

causes of the decline of this industry in the post-wai 

period. It seems that the inevitable cause of declinf 

is a change in the factors responsible for the localisa- 

tfbn of the industry. England could develop tht 

industry in Lancashire far away from the sources oJ 

raw materials and markets because the revolution ir 

transport had brought both of them within her easy 

reach aq;d because the Eastern countries were slow in 
• ■». . * 
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indust riali sjM- But now the Eastern countr ies 
^start^ developi^'iheir'industiles. The c6tt(ifftei|^ 
f lindiis^ thCTe’ Which possesses natural advwtej^ll 
the aSundant ^pply of raw cotton and the oreseno 
of large ihaflietln the East has made the mostraDoarlk 
able progress in the last three quarters of a^.cm^iirji 
The factor of tremsport which helped England to buil« 
I ‘ ^ the industry has now proved of disadvantage to he 
in retaining the Eastern markets. This change in ihl 
factors of localisation has led many to believe that^tb 
extinction of the Lancashire industry is only a ques 
tion of time. Secondly, the old organization of _th' 
Lancashire industry could not stand the cbmpe^^i^ioi 
of the" superior organization of the Japanese indq^by 
;fS‘'''The latter possesses a highly centralised org^zatioi 
, with ah iqi-to-date equipment. Thi rd ly. *as‘ sau 
f.-i* before, the postwar trend for the agricultural price 
' } J'to decline relatively to prices of industrial gqod^ha 
',-V'ln no small degree been responsible for the loss of th( 
' Eastern markets. Lastly , as regards the market ii 
Indi^. there have be^n two special causes at work 
On^iS the growing anti-B^ritish„.feeUiig-,,J^^ 
natlraal movement and tHe second is the a doptiop o 
protectrpnj^_poiicyJ;o _md the growth of Indian ind us 
tries.^ It is not pos.sIBIe to say which of these Causes 
has Been the most powerful one in bringing th< 
downfall of the industry. One can only say thh 
their combined effect has been too powerful to b 
resisted by it. 

Org'anizatii'n of the Cotton Industry 

In discussing above the decline of the cottoi 
industry in the post-war period, a reference has beei 
made to the defective organization. Much impqu^tSi^ 
has been attached to it as being one of the many 'ca3$SM 
responsible for the loss of foreign markets. A 
study of it, therefore, would be helpful in undtttttand 
ing the present position of the industry. 
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iBie iffutstanding feature of the organization of tfc 
iustry is the extr^e specialisation of function 

stead of all activities connected with the prodn 

tioh"W“clQlh.',Trom the entry of raw cotton to‘ tl 
fin .sK ^ product being concentrated in one organizi 
tion, there are firms which specialise in the differei 
stages of production. This d i visio n , of the industi 
■was not so much pronounced before 1820 as afte 
wSxag.' JIVbm this year the industry showed a tei 
deacy ' towards extreme specialisation. First sellk 
was separated from producti on, th en spinning froi 
weaving and then both from fi nishi ng. By 1885, on] 
50 ^ef cent, of the workers in the industry .wei 
employed in those units which combined spinning ar 
weaving in one place. By 1911^ the percent^e furthc 
•declinea to 30 which showeci .that.,tiIL the Gre aC~Wi 
the tendency l;ontihuedr u nchec ked. The main re 
sons whicif seem to have been responsible for th 
tendency were : (^the economies of a single proc es 
^ (2) vlhe possibili ty o f higher effiBehcv in spinning t 
conce ntration over a narro w er range o f st andar dize 
counts. i^^Hh e dem and for a varie ty jof do th to satisi 
the ~larfluij|l> markieL s, the _additional demand fc 
y arn from the hosiery mdustr v a nd the foreign rna 
kefs' ancl las tly. th e complicat ed natur e of tl 
fini shing branc h. The result of this specialisation wi 
that There were, as estimated in 1924, 600 units excli 
sively engaged in spinning. 900 in weaving and aboi 
230 which were engaged in spinning and wea^ 
ing both. This specialisation may have been eminen 
ly suited at one time to the export trade of Englan 
but when the foreign competition arose in the outsid 
] jgiy kets requiring an adjustment of costs to the corr 
■level, it created insurmountable difficulties. 

In addition to the functional ^ecialisation, th 
fe also noted for geographicaT specialisalio 
re hces i ii ihe forms or organization in differ 
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ent branches. The n orth-eas t section pf.,the_<^to 
area is devotedjto.the. weaving side ; thfe sou th-eyt | 
t he s pmnihg branc h. WhUe Bolton and the adjoinih 
ar ea "Tia ve " specialised in 'finer c bu hts. DIdE gm an 
'' itog hd Jeliave concen&ated on the medium ahd rou g 

counts! Ss far as the forms of organization are cor 
cemM a difference is noticed in the spinning an 
weaving branches. In spinning, the joint stc*^ pwr 
pary^is common; in w eavi ng, the p rivat e firna T Thi 
difference seems to He the resulf of the fact thST whil 
a small capitalist can start a weaving shed and ru 
it profitably, He cannot do so in spinning. This 
feature of the organization has created difficullll^f 
devising a uniform policy to meet competition. 

In addition to the presence of a number pf sma 
un'ts, there are admitted defects in equipment an 
‘ marketing. While the competitors of Lancashire_hav 
‘ rat’onalized^l^ their industry by introducing the mof 
up-to-date inventions, the latter has been slow i 
Jrppi'ihg step with them. The continuance of the rqul 
_^-|'"sp:ndle in Lancashire, tho ugh suited to jthe productio 
of liner cburitsVTs one exan^e oTTiow nigfhineQr ha 
not been 'adapted to changing conditions. Japan ^n 
India ‘mostly use the ring spindle which gives p rod uc 
! tion at a lower_^ cost, "^irniiarly, the Introduction c 
'jt the aiifoniatjc loom in Japan has given her .an ad vani 
f age in weaving costs over the or dinary locro s i; 
Lancashire. The marketing of goods is also diyorce 
from production and, TliSrefore, L^cashire has n 
touch with its consumers. 

The Lancashire industry, therefore, needs to b 
. • , • organized if it has to survive foreign competitioi 
This is being realised though gradually. In the lafl 
decade of the nineteenth century and the early year 
of the twentieth century, therefore, attempts wer 
made to bring about com binations am o ng the 
co mpeting un its. These combinations, howwer,'Iim‘ 
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■ fhestricted to special branches of the industry only, 
l[liU8 powerful combinations were formed in fins 
spinning, fin^img trade” ahd'sewing thread units, 
the ~fini^ing branch even "pfrce^mg“'a^eementj 
were sifned. Yet, before the Great War the ind ustr\ 
jremai ned s till h^hIy^com£efitive. 

Post-war Kemedial Measures 

. The^3i)E)ression of the post-war period was mon 
serious than, and of a different nature from, th< 
depressions of the nineteenth century. There was i 
pengnnent and n ot a tempo rary fall in the demand foi 
, liwtt^ire goo d£ iSe induiSnalisfs,'' however, Tailec 
to realise the new forces and they adopted the tfadi 
tional policj^ of working shorter hours tp overcomt 
^he depreSi'oh.' Even in regard to this policy then 
tyas no agreement among all the concerned. Th« 
policy, therefore, failed because of the higher costs o; 
production arising from the burden of overfieac 

■ ^hargeS bfelhg spread oyer a smaller output and th« 
'weak selling oy producers outside the agreement. 

In 1927 another attempt was made to reduce in- 
ternal co n^etitio n. An agreement was signed among 
the spinners of higher counts. A cartel named th« 
American Cotton Yam ^Association was started 'Foi 
gradin g~yarr ^ fi xing minimu m pri ces andj regulating 
output. wKen^tiiis agreement was signed,' the’ strong 
concerns remained outside it as they did not expeci 
to profit by itr~The result was the' failure of this 
atte mpt~a lsb. 

Thus the position of the industry continued tc 
deteriorate and yet no agreement could be possible 
which would arrest the decline. The fundamental 
‘problem of the industry was the reduction of costs ol 
production to the competitive level. This could be 
possible only if the industry was reorganized and the 
weaker, ^heavily indebted and out-of-date units were 
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r^oved. The lines of reorganization required 
tiie introduction of modern inventions, bulk prodw 
tion, bulk marketing and proper mixture of tb 
different staples of cotton. In 1928, therefore,^ polic 
of combination was decided upon and the j oint Coitji 
mittee of Cotton Trade Organizations was fo rmed 1 
give "effect to it. .Amongst the corhbihation s wfa ic 
were formed subsequently was the Lanc ashire~jl lo 
ton Corporation which was expected ultimately . \ 
control TO million spindles and 30,000 looms, By 191 
it acquired 107 mills. Three other combines wS 
formed in the Egyptian section of spinning. But th 
financial results of the new move were not ver 
encouraging. In 1931, the position of the indu^ti 
became more critical ; 16 per cent, of the spindles wei 
completely idle while the rest of the spinning mil 
were working to 60 per cent, of their capacity. Tb 
position in weaving was similar. It was, therefor 
realised that so long as the idle machinery was n< 
scrapped out and capital represented by it written ol 
the financial results would not improve. The Joii 
Committee, therefore, proposed to scrap out 10 millio 
spindles and 100,000 looms at a cost of £2,db0,000. Th 
scheme did not receive support. Again attempts wei 
made at price fixing and for the removal of redundai 
capacity in 1933 and 1934. Being voluntary, they ah 
did not succeed. 

In this de.sperate position of the industry tl: 
government decided to go to its rescue in 1936. Und< 
the Cotton Spinning Industry Act of 1936, a Spind] 
Bo ard was set up to scrap out spindles. In 1937 . 
deci ded upon s crapp ing "out 3.2 million snindles at a 
est iftaier cbst oFTg ^^O . It seem^s to have succegdC 
in tliis object asISy 19159 nearly 4 million spindles wei 
scra pped oi^ As the Act of 1 936 was lap sing 
(tembCT~ 1539 . in 1938 the government introdui^ 
more comprehensive measure, the C gtto n Tjade Ei 
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> ifoiUng Bill. It provided for the creation of a Cotton 
JSSvSfrjTBoard empowered to r^uc e pla nt and mai n- 
, tain r pinimum p rices. Thus since 1936, with the help 
of~tlfir;g5^S5m5il an attempt is being made to 
reorganise the industry. For the same reasons an 
■’ attempt is being made by the government to find 
markets for the industry in the Empire countries. It 
is to be seen whether these attempts would put new 
Bfe into this once great industry. 

■' 1 * 

The Iron and Steel Industry 

The iron and steel, and, coal industries are regard- 
ed as the twin hinges of modern industrialism. Eng- 
land is fortunate in possessing both. They have 
grown to their present magnitude by stages. Before 
the IStli century, iron .was smelted in England in 
charcoal furnaces. In the early years of the 18th 
century, however, there was a timber famine and 
charcoal in sufficient quantities was not available. 
' dProduction of iron suffered and England, therefore, 
imported it from Sweden, Norway, Spain and Russia. 

But the; difficulties of the iron industry attracted 
the attention of the inventive minds and attempts 
were made to find an alternative fuel. In 1709, Abra 
ham Derby succeeded in producing iron by using pit 
coal. Iron works were also established by him at 
Coalbrookdale. In 1767, iron rails were produced 
from the pi^iron made in these works. Soon after 
this Henry Cort in 1783-84 and Humfray in 1790 
succeeded in inventing processes by which wrought 
iron could be produced. By these inventions the 
establishment of an iron industry in England was 
greatly helped. About the %ame time the inventions 
in the textile industry and the steam engine of James 
Watt were patented. The demand for iron for their 
manufacture coincided with the inventions in the iron 
industry^ and thus encouraged its growrth. The local- 
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isation and orgeinization of the industry also undet^ 
went conspicuous changes. The industry migrated 
from the forests to the coal areas. Large scale units 
of production were established. And further all the 
processes from the furnace to the mill were con- 
centrated in a single establishment. Thus a modern 
industry grew in place of the old domestic industry. 

The industry made rapid progress in the nine- 
teenth century. The construction of railways §fter 
'i.821 and of iron vessels after 1850 created a huge 
market for the industry. In addition, the demand 
from foreign countries increased as years rolled .on. 
The combined effect of these factors led to the as- 
•’tounding growth of the industry. By 1870, England 
' was leading in iron production while Germany^ 
France and the U. S. A. had a small output. The 
following figures will show this progress. * 

Pig Iron Production 

year 1720 17,000 tons. 

” 1788 68,000 

” 1839 1,347,000 

” 1859 3,800,000 

•” 1871 6,500,000 

Before proceeding further it may be useful to 
point out the difference between pig ^on, wrought 
iron and steel. The difference is maimy due to the 
difference in the carbon content in the three varieties. 
The presence of carbon in large piercentage makes iron 
brittle and less malleable. The progress from iron to 
steel production, therefore, consisted in the reduction 
or elimination of this carbon percentage. Attempts 
were made to produce steel as far back as 1740 by one 
Benjamin Himtsman. He found out a process by 
which cast steel could be made and it was known as 
the crucible process. But steel production* did not 
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toake any striking progress until Henry Bessemer /** 
evolved a process in 1855-56 by which Jhe .carbpn 
content was substantially _remo\red. The product” 
cSie'tcTBe feiown* as B essem er -steel or acid steel. It 
replaceiif the wrought iron in the production ol machi- 
ne^ and tools. But for the production of acid steel, 
iron ores which did not contain phosphorous were 
required. But the bulk of English ores contained ? 
phpsphorous in appreciable quantities and, therefore, f'. 
England had to import non-phospheric ores from 
Sweden and Spain. But the metallurgists were work- 
ing to find out a process by which the phospheric ores 
could be used in the productiop of steel. The process 
* was finally found by Thomas and Gilchrist. I’he 
process known after them as the Thomas-Gilchrlst 
process * re volutionised the steel industry. Not only 
the English ores could nbw be used' but the German 
ores of Lorrain and Luxemburg could also be deve- 
loped. The progress of the English steel industry 
before the Great War is reflected in the following 
figures ; — 

• Steel Production 

1875-79 (average) 882,000 tons 

1913 7,663,000 ” 

The prosperity enjoyed by the iron and steel 

industry until 1874 was threatened afterwards. The 

growth of the steel industry in England affected the 
local pig iron industry as its adaptation to steel pro- 
duction was difficult. And the pig iron was being 
replaced by steel in the production of many goods, 
'i^e English industry was also exporting large quanti- 
ties of iron and steel to Germany and the U. S. A. 
After 187p, the American industry made progress and 
by 1890 American steel production overtook the Eng- 
lish output. The German steel industry also made 
, 10 * . 
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progre^ after the basic process was developed 
Thomas and Gilchrist. In 1913, the American and 
•''‘German production of steel was four and three times 
respectively that of England. In the prod\|ction of 
' pig iron also these countries overtook England, 

1913 t he Ameri can production was three times t hat o f 
Sngland and Germany, was just a little be hind he r. 
Ef the U. S. A. and Germany, therefore, England was 
faced with new competitors. Their competitive powe'r 
was also greatly increased by the ease with wliich 
their new mines could be worked. 

; The exports of English iron and steel theri^ore 
declined after 1880 until the end of th^V^tury. 
There^ter with the revival of inteniational tra^e>.and 
the general prosperity of the world, the . es^rts 
increased from £29 millions in 1900 to £48 millioi^ 
before the Great War. But even in this period tfie 
German and American exports were greater than 
those of England. 

During and After the Great War 

During the Great War the capacity of the English 
industry was expanded. The capacity of the indus- 
tries in other belligerent countries also was expanded. 
In this period too the industry was established in 
those countries where previously the production was 
insignificant. Thus the end of the war saw a great 
increase in the total capacity of the world’s iron and 
steel industry. 

In the post-war period, the depression hit the 
English industry adversely. The demand for iron 
and steel was checked because of the impoverishment 
of Europe, the inability of many countries to lend ‘to 
others on the pre-war scale and the dislocation of 
exchanges. Excepting the U. S. A. all other countries 
were affected by these factors. After 1.924» JhoweiQer^ 
the other countries rehabilitated ^eir econojniesjlpS 
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industry was set going as before. In England, 
bowever, the industry failed to recover the ground to 
the pre-war level. The explanation for this condition 
lies in ^e comparatively higher cost of production of j 
^glish iron and, steel and a change in the nature of j 
demand. The demand for iron declined and for basic 
steel in preference to acid steel increased. The con- 
sequent depression in the English industry was fur- 
ther aggravated by the depression of 1929-33. Tlie 
exchange difficulties, the fall in the international 
lending and the competition of continental production 
affected the exports of English iron and steel. Their 
production, therefore, declined further to an alarrping 
level. The following figures refiect this deterioration 
in the position of the industry : — 

Reduction of Pig Iron Steel | Exports qf Iron and 
(In million tons) Steel 

1928 7.29 9.6 1^29 4.3 million tons. 

- 1930 6.20 7.8 1931 1.9 ” 

1932 3.57 5.2 

1933 • 4.12 7.0 

The industry started recovering from 1933 on- 
wards. This process was helped by the depreciation 
of sterling, the imposition of an import duty and the 
revival of demand from the constructional and arma- 
ment industries. An attempt was also made to 
organize the industry as required by an understand- 
ing arrived at between the industrialists and the 
government when protection was given. The produc- 
tion of the industry improved subsequently as mav 
be seen from the following index : — 

Production of Iron and Steel, 1930 = 100 

1936 150.1 

1937 166.6 

March 1938 168.4 
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After March 1938, there was a temporary tece$« 
sion, but with the expansion of armament produetioA, 
the position of the industry again improved. 

Oriranizaiion of the Iron and Steel Industry * 

* 

Before the Great War, there were two. pro- 
minent features of the organiztion of the iron and 
steel industry. Firstly, since the establishment of the 
industry on the coal fields, the unit of production wa's 
fairly large and, therefore, the industry enjoyed iftany 
economies of production. Secondly, the industry was 
sufficiently integrated and possessed control ^er 
ores, coal, and also finishing mills. It had, therefore, 
an assured supply of raw materials and primary 
markets ; it could also economise on fuel and selling 
organization. This tendency towards integration re- 
ceived an impetus during and after the war. AbM. 
result in 1928, the pig iron producers controlled 72 p.c. 
of ore, 62 p.c. of coal, and 54 p.c. of coke requirements. 
In the same year 20 firms controlled 70 p.c. of the 
total output of iron and steel. Though in England 
control over the industry is sufficiently concentrated, 
in Germany and the U. S. A. the degree of concentra- 
tion is still higher. Thus five German organizations 
controlled 70 p.c. of the output nad in the U. S. A., the 
U. S. Steel Corporation and the Bethlehem Steel 
Corporation controlled between them 55 p.c. of the 
total capacity. 

The industry, however, is not free from draw- 
backs which require to be removed to increase its 
competitive power. Though the unit of production is 
large, compared to other countries, it is still small. 
In 1929, it was found that while the capacity of* a 
tvpical English blast furnace was 48,000 tons, that of 
the American and German ones was 138,000 tons 
and 97,000 tons respectively. Further, it was pointed 
out by the Balfour Committee that the equiputent was 
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ftot sufficiently modern and that the continuous 
process of production was not sufficiently developed in 
England. 

• Post-War Remedial Measures 

There are two features of the industry which 
make it highly necessary for some measure of agree- 
ment among the producers. Firstly, it must work 
upto a certain capacity before the economies of 
production could be derived. Secondly, over short 
periods, the demand for its output is likely to fluctuate 
wida. fluctuations in investment. The production 
however cannot be easily adjusted to demand because 
if it is done the cost of production may rise and bring 
about a further fall in demand. 

• Before the last war, the usual method of providing 
aptinst these drawbacks was to enter into price agree- 
ments among producers. But these agreements were 
not completely successful. In the post-war period, 
when the depression affected the industry and when 
the International Steel Cartel was formed in 1927 
between Germany, France, Belgium and Luxemburg 
the producers were brought together by the fear of 
competition. In 1927 an organization was set up to fix 
minimum prices in the home market, to give rebates 
and to delimit the areas of competition. The organ- 
ization was superseded in 1930 by a more permanent 
organization, the British Steel Export Association. 
Measures for the rationalization also were undertaken 
by setting up the Iron and Steel Research Council. The 
finance necessary for rationalization was provided by 
the Bankers Industrial Development Company and 
the Securities Management Trust, a subsidiary of the 
Bank of England. 

The depression of 1929 followed on the heels of 
the reorganization schemes of 1927. The foreign com- 
I>etition |)ecame very keen not only in foreign markets 
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but also in England. In April, 1932, the English gov« 
ernment, therefore departed from its traditional poliqir 
of free trade and gave protection to the iron and Steel 
inc^ustry. The industry, however, was reqijired by 
the tacit understanding arrived at between the pro- 
ducers and the government to proceed with the 
schemes of rationalization. In pursuance of this 
agreement, the National Committee of Iron and Steel 
Industry was set up to devise measures for rationaliza- 
tion. But unfortunately the success so far achieved 
in this direction has been negligible. After having 
secured the home market by the imposition of inf^rt 
duties, the producers made an attempt to secure a 
quota in the international markets. In July, 1936 an 
agreement was signed between the British Iron and 
Steel Federation and the Continental Steel Cartel 
which was to hold good until 8th August, 1940. Bet- 
tain was given a quota in the international markets 
on the basis of her export tr^de in 1934. Thus by the 
steps taken in 1932 and 1936, the position of the 
industry improved considerably. The rearmament 
programme of recent years also helped t^e revival of 
the industry. 

The Coal Industry 

It has been rightly remarked that the Industrial 
Revolution hinged on coal and iron. The part which 
coal has played in it could be measured from its vital 
importance in the metallurgical and other manufac- 
turing industries and the various means of transport. 
Coal supplied to these industries motive power which 
was cheap and available throughout the year irres- 
pective of the seasons. * 

In the 16th century, pit-coal was used to some 
extent for domestic and non-power industrial pur- 
poses. The demand for power purposes was very 
limited as the industries were mostly domestic and 
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used Twaniinl powcr. Where necessary natural power 
was xised. The production of coal was small and was 
hindered by the difficulty of working deeper seams 
as therft was no device of draining water from the 
depths of pits. The estimated production in 1660 was 
hdrdly 2^25,000 tons. However, the difficulty of 
pumpAng water was overcome by the invention of 
Savery’s ‘ fire engine ’ and Newcomen's engine in 
the last decade of the 17th centtiry. Yet the produc- 
tion* of coal did not show any remarkable increase. 
By 1750, it was estimated at only 5,000,000 tons. 

The conditions for the development of the indu.'s- 
try became favourable after the middle of the 17th 
century. The Derbies had found a process by which 
coal could be turned into coke and used in the smelt- 
ing of iron. The steam engine invented by Watt had 
also finally solved the problem of draining water from 
the pits. The constructipn of canals after 1760 had 
provided a quicker and cheaper means of transport. 
IR addition, the growing use of the steam engine in 
the factory industry speeded up the demand for coal. 
After 1860, the demand for coal from foreign countries 
where industries had appeared gave a further fillip to 
the growth of the industry. The consequent remark- 
able progress of the industry is shown by the following 
figures : 

Production Export Per cent, of 
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(In million tons) 


output 

1800 

10 

1866-70 (average) 10 
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80 

1900 

50 

24 

1900 

225 

1913 

98 

3.3 

• 1913 

287 





Employment 

1850 200,000 workers 

1913 1,127,000 ” 
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In the nineteenth century, the growth of tihi* 
industry was astoundmgly rapid, but this very growth 
developed a certain amount of instability in it. With 
the growing demand, less and less fertile mines began 
to be worked. The cost of production also ’ moreased 
in proportion to the difficulty of raising coal. The 
prices which were determined by the cost of produc- 
tion of the marginal firm increased substantially. In 
these circumstances the prosperity of the industry 
would continue if the demand for coal was not affected 
by the rising prices. If, however, it was likely to be 
affected, the industry would have been required to 
lower wages and accept lower profits to maintain 
demand. Reduction of wages was, however, likely to 
.be resisted by workers with adverse effects on the 
industry. This problem was further complicated by 
the reduction of production per worker after the houyrs 
of work were reduced under the Coal Mines Regula- 
tion Act of 1908. Moreover a long period of prosperity 
had given rise to a structure in which the chances of 
any improvement in the organization or technique 
were very remote. Thus though the industry was 
prosperous in the nineteenth century, the develop- 
ment of factors mentioned above indicated that the 
future would not be as bright as the past. 

During and After the Great War 

During the war the industry was placed under 
government control. Its output was affected by the 
shortage of labour. The export trade in coal was also 
restricted because of the priority of supply to the 
home industries and the shortage of shipping. 

At the end of the war there was a temporary boom 
in the industry. The prospects of the industry, hdw- 
ever, appeared to be gloomy after 1920, but their full 
realisation was postponed until 1927 because for some 
time the appearance of prosperity was maintained by 
the temporary outside demand which arose Jxom tihe 
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'Srtrike in the coal fields in the U. S. A. in 1922 and the 
occupation of the Ruhr by France in 1923. Thereafter 
the subsidy given by the government between August 
1 9? , {> and May 1926 helped the industry to tide over 
difficulties for some time. It was in 1927 that the coal 
industry realised for the first time that its difficulties 
in the ■post-war period were due to changes in the 
forces governing the industry. 

* . In the post-war period, the conditions affecting 
the prospects of the industry had changed fundament- 
flll y, The demand for coal was increasing at a slower 
rate as researches made in the war period had helped 
to find out methods of economising coal and as alter- 
native sources of power like oil and electricity began 
,to be used on a larger scale. In spite of this state of 
Remand the capacity of the industry in the world as a 
whole was increased considerably. Between 1913 and 
1928, the production in Holland, Spain, India and 
jTapan increased substantially. The world supply, 
therefore, increased faster than the capacity of the 
markets to buy it. In addition, some of the countries 
which ha(k started the industry only recently intro- 
duced measures to encourage it. They protected the 
home market for home production, offered subsidies on 
exports, gave reduced railway rates and technical 
help and permitted longer hours of work. The com- 
bined effect of these factors was very adverse to the 
English industry. The following figures will show 
the position of the industry in the pogt-war period : — 

Output Export Employment 



(In million tons) 

(In million tons) 

(In thousands) 

• 1901-13 

average 270 

88 

— 

1913 

287 

98 

1,127 

1924 

267 

85 

1,230 

1930 

244 

75 

943 

1933, 

208 

57 

797 


11 



Modern Economic Develofmenf 

Though the position of the industry improvetf^ 
after 1933, it could not be regarded on the whole as 
satisfactory. On the basis of production in 1934, the 
relative index of production in 1937 was 93|and the 
exports were estimated at 40 million tons. iTie un- 
employment figure also was very high. The desperate 
position of the industry and lack of agreement among 
the interests concerned, therefore, called for inter- 
vention by the government. • ' 

Oriraniaation of the Coal Industry 

When the post-war depression affected the indus- 
try, the defects in its organization became promihent 
and were in no small measure responsible for the 
continued depressed state of the industry. Firstly, 
the prominent feature of the organization . of the 
industry is that the coal deposits in England, unlike* 
those of the continental countries and of America, ai% 
geographically scattered. This has given rise to 
d fferences in the organization of the .industry in 
diffeient centres. The Royal Commission on. the Coal 
Industry (1925) found extreme diversity in the struc- 
ture of coai mines from the point of scope and cost of 
production ; they differed widely in regard to their 
size, age, organization and prosperity. Secondly, the 
control over the industry is loose. There is a pre- 
dominance of the small enterprise. In 1924, 2,481 
pitheads belonged to 1,400 separate undertakings. 
The bulk of production, of course, is in the hands of a 
small number of large firms. Thus 98 per cent, of 
production is controlled by 715 firms. On the con- 
trary, in Germany 70 companies control 175 collieries 
producing 152 million tons of coal. Thirdly, the 
management in the English industry is still old- 
fashioned. Very little progress has been made to- 
wards proper planning of output. As an instance of 
this defect it may be pointed out that, unlike Germany 
and America, mechanical cutting of coal has made 
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little progress in England. In 1913, while 8 per cent, 
of the total output in England was mechanically cut, 
in Germany the same percentage was only 2 ; but in 
1928, tlM percentage rose to 85 in Germany, while in 
England as late as 1933 the percentage was still 42. 
In the United States of America, the relative percent- 
age in 1929 was 75. Fourthly, while it is admitted 
that the prosperity of coal industry depends on a close 
fto»operation between mines, coke-ovens, blast-fur- 
naces, steel works, electricity generating stations and 
chemical works, the early start of the English indus- 
try* has made such a co-ordination difficult. The con- 
tinental countries, however, have achieved this there- 
by reducing loss of production and are in position to 
undersell the English coal. Unlike England, other 
countries have also made full use of the by-products. 
Fifthly, as the demand for coal mainly came from the 
constructional industry and foreign markets, it has 
been fluctuating from period to period requiring 
adjustment by common agreement in regard to wages 
and" prfc'es. But this agreement has been made 
difficult by^the loose organization of the industry. It 
has reacted adversely on the industry. 

Rrmedial Measures in the Post War Period 

Before the last Great War, the measures which 
were adopted to remedy the instability in the industry 
from time to time were price fixing agreements, pay- 
ment of wages on sliding scale basis and forward 
contracting. But none of these methods could be said 
to have succeeded completely. 

In the post-war period when the depression 
became acute, a comprehensive scheme known as the 
“five counties scheme” was adopted m April, 1928, 
The Central Collieries Commercial Association was 
formed among the coal-owners in Yorkshire, Derby- 
shire, ISTottinghamshire, Lancashire, Leicestershire, 
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Staffordshire and Warwicluhire. According to 
agreement- a basic quota of production was fixed for 
each member and the monthly production waSL.^ ^ 
adjusted by a reference to it. A levy of 34.^per ton 
on all the coal raised was to be realised and the amount 
so collected was to be utilised in paying a subsidy of 
2sh. per ton on the coal exported from the area. 
Similar schemes were put into operation in South- 
Wales and Scotland. . 

But as the above schemes did not improve' the 
position of the industry appreciably, the government 
had to intervene in it by enacting the Coal Miner, Act 
■of 1930. The Act provided for the regulation of 
production and sale of coal and also for the reorganiza- 
tion of the industry by promoting amalgamations. A 
Coal Mines Reorganization Committee was established 
and it was entrusted with the work of reorganizing 
the indu.stry. In the beginning, it tried voluntary 
schemes, but it failed to secure a substantial measure 
of agreement. In 1932, therefore, it applied compu^ 
sion and yet its achievement was inconspicuos because 
of legal difficulties. The commission, therefore, re- 
commended that no progress could be made in the 
reorganization of the industry unless the royalties 
were nationalised. 

The working of the Coal Mines Act of 1930, there- 
fore. was frustrated on the legal ground. The position 
of the industry, however, became more desperate as 
the depression became more acute. The Gkivemment 
therefore had to consider steps to overcome the diffi- 
culties met with by the Coal Mines Reorganization ‘ 
Committee. In the meanwhile, an agreement was 
signed between England and Poland on the question 
of export markets and prices in 1934. In 1936, the 
owners again introduced selling schemes. But these 
schemes were just palliatives ; thfey could not revive, 
the industry. The Government, 'ttierefore, introduoftdi 
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■M Goal in November, 1937, the main provisions of 
«dbiscb were : (1) purchase of all coal royalties by the 
Stote, (2) compulsory amalgamation, and (3) quota 
system area selling scheines as provided in the 
Act of i?«0. The bill sought to remove opposition to 
the reorganization of the industry by buying over the 
royalties and by providing for compulsory amalga- 
mation. The bill had a very stormy reception in both 
Hie. Houses of the Parliament. It was amended there 
in such a manner that it lost its original force. How- 
ever, the Coal Bill is indicative of a change in the 
attilllde of the Government towards industrial pro- 
blems. The reorganization of the coal industry under 
government aegis might help it to revive its competi- 
tive position lost in the post-war period. 

% 

Chapter VI 

FROM FREE TRADE TO PROTECTION— 

' A SURVEY OF ECONOMIC POLICY 

The tit^ of this chapter — ^From Free Trade to 
Protection — isums up the history of English trade 
policy in the last hundred years. Occasional reference 
has been made to free trade as well as protection in 
the foregoing chapters. The purpose of- the following 
pages is to study them in details and show how they 
formed a part of the general economic policy of the 
country. In England for hundreds of years the econo- 
mic activities of the people were regulated on a local 
basis, may be because of the peculiar organization of 
the coimtry, but towards the end of the Middle Ages, 
mentioned before, with the growth of national 
consciousness and of opportunities for trade, regula- 
tion 'bn a national- basis took the place of loose local 
control. The new* ideas which were expressed 
'.though ^a numbeA^^ statutes, orders and decrees 
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passed to control wages, industrial production, naviga- 
tion and trade came to be known as Mercantilism. 
They led to the centralisation of authority and subor- 
dination of the individual to the state for a f^jirly long 
time ; but on the whole the policy did not work very 
successfully either in the economic sphere or in any 
other and the belief in the efficacy of such a policy 
began to decline in the eighteenth century. ITie^e 
started as a matter of fact an active opposition to it fe 
England as also in France. 

The circumstances which turned the tide of^state 
regulation are interesting. In the eighteenth and the 
early nineteenth centuries, the people after their 
experience of Mercantilism had become distrustful of 
governments. Gradually they came to believe thcjt 
human nature left to itself would do more good Jto 
nations than vaxatious interference by governments. 
They pleaded that man should be left free in his 
social and economic activities. If this was done, he 
would follow, guided by reason and instinct, a course 
which would lead him and the nation to prosperity. 
This was the substance of the teachiifgs of Jean- 
Jacques Rousseau ( 1712-78 ) and Jeremy Bentham 
( 1748-1832 ). In the economic field, the case for free- 
dom of activity was put forward very forcefully 
Adam Smith in his book the Wealth of Nations pub- 
lished in 1776. The lead given by these writers was 
supported by the writings of later economists like 
Ricardo, McCullouch, Senior and James Mill. Their 
attacks were too strong to be resisted T5y the Mercaii*- 
tilists and at last liberalism prevailed upon them. 
The new philosophy which came to be styled •as 
laissez-faire — let things alone — directed that the role 
oiT tlie~ state should not extend beyond the defence of 
^the country from external attack and internal disorder* 
The individual should be allowed to enjoy Ijie maari- 
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inum of freedom consistent with these responsibilities 
df the state. 

When the Indurtrial Revolution occurred in Eng- 
land, th^jinfluence"" of the laisse2-faire doctrine was 
already noticeable on the outlook of the state towards 
the changes in the country. As the new factories 
• wer e established, the government did not interfere 
either in the matter of location or form of organiza- 
fUffip or the conditions of work. Shortly afterwards 
{Ke" existence of ‘ factory evils ’ was brought to its 
notice but the government did not like to interfere 
with the new industries because of its feeling that 
interference might react adversely on their, competi- 
tive power. As a matter of fact, the old regulations 
in regard.to wages and conditions of work in industries 
wtere allowed to fall intq disuse and were finally 
regaled in 1813-H. Even in regard to houses that 
were constructed at this time in the growing industrial 
.cities the attitude of the government was fundament- 
ally the same. Private enterprise was given free 
hand and no restrictions on construction regarding 
sanitation or, design were prescribed by the govern- 
ment. The result was appalling. The government 
cannot escape responsibility for the rise of industrial 
slums in many of the towns of the nineteenth century. 

In transport like industry the attitude of the 
government was similar. Roads, canals and railways 
aU were built by private enterprise without any plan 
as to their future growth. In many cases it led to 
duplication of services and hardships for passengers 
and traders. It involved even waste of capital on a 
considerable scale. 

^ •In the field of trade, the influence of the laisse?.- 
feire policy made itself felt much more slowly. * 
Ipiglrad was at war with France from 179,3 to ,1815 
foj a brief period. During these years the 
]^^puIatioi\ was growing as also agricultural produc- 




tion under enclosures. Prices of corn were high am 
rents good. The export of corn nearly stopped under 
the conditions of war. England’s trade with Surt^e$;; 
in manufactures was cut oil by the Berlin Qf 
.Napoleon though on occasions some imports of Eng- 
Uish goods were made under licenses issued under the 
I decrees. England retaliated by issuing the«Orders in 
Council to completely blocade Europe. The resulting 
loss m trade was partly made good by finding niw 
markets in the colonies and the newly estab- 
lished republics of South America. England came 
out victorious from this war but was burdenedF with 
a heavy national debt amounting to £860 millions. 

,• The taxation of the people also had increased from 
the pre-war level of £17 millions to £72 millipns. The 
existing custom duties were increased and many new 
ones were introduced. Incomes also were taxed. The 
navigation laws and colonial restrictions continued 
with unabated force. 


Soon after the end of the war the country was 
} thrown into a depression. Though it become 

richer in the previous decades, the mass of people lived 
in miserable conditions. In particular the conditions 
of the industrial workers were pitiable. Wages were . 
falling and grain was dearer. The workers had 
looked forward to cheaper grain after the war 
was over and imports were freely permitted. This 
hope was not realised. The agricultural interests' 
fearing imports on a larger scale leading to a fall in 
prices and rents set up an opposition to um|j|||^C%^ 
imports and demanded protection from tl||B|||rli£i- . 
ment. It yielded to their pressure to'{he *^S^dis- 
rnay of the working classes. On top of ihi^ ,fbe 
emment abolished income-tax But continued manvjaf 
the etiStbM duties which weighed very heavjly "offTOOr 
poorer classes. 

'1!he Corn Law duties, as remark^ jarevioua^'': 
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'%ere imposed in 1815 and continued to be in force 
imtil 1846. They aroused a good deal of controversy. 

was remarked that the welfare of the masses was 
sold tote the agricultural interests. The principle 
underlying these duties that corn should not be 
imported into the country until its price had reached 
a certain level was not new. By a previous Act of 
1773 , the im ports of corn were restricted until its price 
]^d reached the level of 48s. per quarter. A similar 
Act'of 1791, raised the level of minimum price to 54s. 
When the Corn ^aw duties were imposed in 1815 the 
ruliisg price of wkeat was 61s. to a quarter and yet 
imports were not permitted until the price had reached 
80s. It clearly showed that the measure was prompt- 
ed by class interest. The avowed objects of the 
framers* of this measure were to stabilise the price of 
grain and to encourage the extension of agriculture at 
home. In both these objects, as the subsequent years 
showed, they did not succeed. On the other hand the 
masses in the country suffered from a shortage of 
food. Act also adversely affected the opportuni- 
ties of *^land to sell manufactured goods to other 
countries in exchange for their grain. 

After some years the depression began to lift, 
Attempts to restore normal currency were followed 
by accumulation of capital and its investment in 
industrial concerns. The number of industrial work- 
er increased but as wages were low, prices of corn 
. high and working conditions bad, signs of smouldering 
discontent were noticed here and there. But the 
Influence of laissez-faire ideas was so great that the 
general feeling among the -people was that nothing 
C0uld be done to improve their lot. Moreover the 
fund theorists had warned that any attempts to 
.^&ease the wages of one section of people would 
^act adversely on the remaining sections. Many 
pejrsons also had arsued. followins the line of Malthus’ 

!a. «• 
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thinking that if the conditions were improved it-woul^ 
. lead to an increase in population. The increased 
numbers will lead to a keener competition for employe 
ment and bring down wages as the wage food would 
be shared among a larger number. The result of 
these ideas was inaction on the part of authorities. 
The conditions of workers grew from bad to worse. 
An attempt was made to explain that the miseries of 
workers were not so much the result of laissez-faife 
policy which was fundamentally sound as of its 
incomplete enforcement. 

* 

In the succeeding years, therefore, the laissez- 
flaire policy was applied in all direc^ns. Ii^ired by 
it the government repealed tlie combination laws in 
1824-25, lifted the ban on export of machWery and 
emigration of artisans in 1825 apd abolils^ 9 d«.tbea 
system of allowances in 1834. The movement for the' 
‘ Imeralisation of trade also gathered speed and was 
, specifically directed towards the repeal of Na vigat o n 
Laws, revision of general tar.’ff and the abolition of; 
"'Corn Law duties. These lofty ideals ^re not achiev- 
ed all at once. Guided by William Huskisson, the 
President of the Board of Trade and_ Itobin^n, the 
Chancellor of Exchequer, the Parliament passed in 
1823^'fheTfeciprocity of Dutie.^ Bill. It authori.sed the 
government’ to enter into agreements with, foreign 
countries for the purpose of relaxing the restrictions 
contained in the Navigation Laws in retxmi for 
t the withdrawal of s milar restrictions against Ifing- 
lish merchants. Consequently treaties were nego- 
tiated with Denmark and Netherlands in 1824, with 
Hansa towns in 1925, with France in 1826 and with.. 
Austria in 1829. The coasting trade and fte tntde 
between the mother country and the colohiesj|mw- 
ever," \^s not thrown open to foreign cpurtmesr By 
these treaties, however. Navigation Laws lost much of 
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thei%iorce. They were finally repealed between 1849 . 
and 1854. 

'Sifter achieving success in the relaxation of the 
^ Navigation Laws, Huskission and his colleagues set 
themselves to the task of revising the fiscal policy of 
England. For centuries England’s foreign trade was 
subjected to a number of import and export restric- 
t.ons. Though previously attempts were made by 
Walpole and Pitt to revise customs duties, their efforts 
did * riot meet with great success. By the Cu^pjjfts 
Conso lidation ,^ct, Huskisspn reorganized the whole 
system. The customs laws were simplified and made 
intelligible to the average man. Duties on import of 
raw materials itted in English manufactured goods 
t were reduced. As no serious competition was feared 
from foreign manufactures duties on them also were 
levelled down. Restrictions on export were abolish- 
ed. It was expected that these changes would lead 
to increased consumption and general prosperity. 
.JHowever, these changes were followed by a crisis in 
HDecemberIffig“'and no wonder it was ^ributeH to 
' thT" refomdi of' Huskission. Hence there was no 
fturfher attempt at revision until 1842. 

In the meanwhile agitation for the repeal of the 
Com Laws started. In 1839 an Anti-Corn-Law League 
was formed in Manchester. Its activities were helped 
a great deal by two leaders in politics, Richard Cob- 
den and John Bright. A paper named “ Anli-Corn- 
Law Circular” was founded and through its columns 
the League endeavoured to educate public opnion in 
■fte country. It also made use of the platform to 
preach its objects. The battle was joined in 1841 and 
won under strange circumstances. In tfiaF year 

Robert Peel formed a conservative government by 
dj^atiM Lord Melbourne. As the leader of the con- 
party he was pledged to follow the protw- , 
tim^t policy. The government was in financial 

%. ’s 
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difficulties. But the f eiilure of Baring, the Chanc^lloF ' 
; oF Exchequer in the previous ministry, to raise duties ^ 

! in 1840 clearly showed to him that these difficulties'’^ 
could not be solved by following the way Baring. 
He was convinced that the interests of the country 
required a general revision of tariff and a re-introduc-* 
tion of income-tax. In 1842 he decided to act. The 
income-tax was reintroduced and prohibitions on trade 
were abolished. Customs duties on a number* 6f 
articles were also reduced. No fewer than 730 out of 
1200 dutiable articles were affected by his action. 
The consequent reduction in revenue ampunted to 
£34 millions, but was made up by income-tax.. Hie 
policy thus initiated was carried forward in 1844 and 
1845 and duties on nearly 430 arti<|p,- mqgtly raw 
materials, were abolished. Thus a leader of the co»* 
servative party left its creed and showed himself ap 
as a free-trader. 

The Corn I-aw duties, however, were left un- . 
touched. But the League continued its attack on 
them and was substantially helped in its efforts by 
the adverse effects of the economic conditions in the 
country. In 1844 and 1845, there were bad harvests. 
Ireland was faced with a famine. Peel, therefore, 
summoned up courage to encounter the wrath of the 
agricultural interests and in 3846 introduced a measure 
which proposed to aboli.sh the corn duties from 1^ 
and reduce many others, mostly on food articles, raw 
materials and manufactures. The measure was passed 
by both the Houses but was followed by a storm 
against Peel. By a regrouping of the parties Peel 
■ was forced out of office. But he had achieved a great 
t'^hing. The removal of the Corn Law duties Iftid 
J sounded the death-knell of protectionism in “Fingla^tid. 

' The work which was thus initialed by Peel was 
carried to its completion by Gladstone in later years. 
In 1852 when he became the Chancellor of Exchequer, 
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duties on K3 articles were abolished and on as many 
v'as 133 coiiiimoditxes^ .reduced. But still there were 
l^any duties awaiting his attention. The opportunity 
■ came i^l860 when he became a member of Lord^ 
Paimer^n’s ministry. In this year the number of 
dutiable articles was reduced from 419 to 48. In the 
subsequent years the policy of Gladstone was faith-' 
fully followed by succeeding ministries and the num-‘ 
be» of dutiable articles was reduc^ to 20 in 1877 at 
wfiiZh figure it stood until the"butbreak of the Great 
War. Thus after years of hard fighting England had 
tecothe _a]^ee“WSiiflte country. It should, however, be 
nofcSl ’l^tJhe country adopted the free trade policy 
not 'o1R''Qiiqi r idS^l grounds but because of the forces 
wOTTdh^’‘u82|pC^ the economy of the country. 
English industries and population both stood to gain 

t>y it- y/ 

While the free-traders were thus scoring success, 
in the social, field attempts were being made to put a 
check to the laissez-faire attitude of the government. 
They met with a considerable success and the credit 
for it goes .to the Humanitarian party led by Lord 
Ashley ( later on Earl of Shaftesbury) . They succeed- ' 
^ ih forcing on the attention of the government the 
need for raising the social standard of the working 
classes and the possibility of achieving it without 
affecting adversely the prosperity of the country. 
The efforts of the party were crowned with success 
and after 1830 a number of factory Acts, discussed in 
the following'chapter, were passed by which the work- 
ing conditions in the fact ories were I'egulated. A 
Cenfral Board of Health also was" sfarfed in 1848 with 
pflwers to take steps necessary for improving the 
sanitary conditions in the inhabitated localities of the 
country. The work of extending and improving 
education hitherto treated with indifference was taken 
up ih'Tignd and grants were given to institutions 

I •’ 
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imparting it and inspectors were appointed to repoit 
on the progress of such institutions. These ste|^ of 
i the government definitely foreboded a change m its • 
laissez-faure attitude. ' 

' The foregoing changes were followed by*a period 
of prosperity m England between 1850 and 1875^ • The 
y free-traders believed that their claims in favour of 
, free trade were completely vindicated by the progress 
1a£ the country. But very soon this complacency y/as 
shaken, in 1860 when a trade treatjg was signed 
.ifetween England and France in which the former 
gave concessions to the latter, Cobden: had predicted 
■tjfiSt a world free trade would follow in a few years' 
i-'^ime. This hope was disprovediby subsequent events. 

After early inclinations towards free trade, Germany 
V and France adopted a protectionist policy. TflfsJLLS-A. 
which was already a protectionist country carried 
the policy to absurd limits. To their,. ranks were 
■ added other European countries of some importance. 
England alone of all the industrial countries re- 
maTnedT' o'n free trade. The disillusionment attend- 
ing the realisation of the true picture was height- 
ened by a depression which visited the country 
after 1875. Agriculture and industry both suffered . 
from the competition of newly developed countries. | 
Many persons, therefore, felt that it was a folly to i 
cling to free trade policy when the governments of *■ 
other countries were actively helping their industries i 
and trade by protection and other devices, ^l^ ie | 
yplume of opinion againgl free trade began to 
but foi- many years it was not sufficiently large tp 
' make its weight felt. ** 

In the following years, however, the governme|it 
took certain steps calculated to protect the interests of 
English trade. By thje Merchandise Marks Act of 1867'' 

* imitation . of trade marE' was made iHeg^" and ihe 
. decTaration of the country of ori^n”of mfJ^PPrted 

k t. , i . ' < i * . j*^ * 
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goods was made compulsory. Under the Patents 
AH of^ ISO? a provision _w^ made that patents 
iaien out hy foreigners in Great Britain would 
lapse unless its manufacturing was started in 
the country within four years. Further to sup- 
ply Information to merchants on the possibilities 
of developing foreign trade, a CommeiRal Intelligence 
Department was started in 1900- Lat er in iSTTlf^was 
by tih e l5^ep aYfmin T of 'Oyeri^as. Trade wfth 
w ^r“ Dowers>-a hd Jieope of \K2^ 

In keeping with this change in attitude towards 
trade, in the last half a century England’s outlook 
towards her colonies, also has undergone a vital 
change. In the nineteenth century at the height of 
laTssez-faire influence Glacktone and others had re- 
^Srded the colonies as an unprofitable burden and, 
rSponsibility. Many of them, at least the important 
ones, wei^, ftierefore, given the self-governing rights. 
Before 1875 Canada. New Zealand, the colonjes_of 
Austra lia ( except West Australia ) , Ne w ~P6un dIand 
agg~fRe l[!ape < ^^ny_^re_ 5 iven responsible govern- 
ment "But 'in the iast quarter of the nineteenth 
century, the development of sea-transport and the 
construction of railways in the colonies showed im- 
mense possibilities of using them as sources of raw 
materials to. and as markets for, the English indus- 
tries. The idea of uniting the self-governing domi- 
nions and the mother coimtry info an Imperial Federa- 
tion, therefore, began to dawn in the minds of many 
politicians though no definite shape was given to it 
imn^gdiately. The early indication of this change in 
fJie attitude was the first colonial conference of Iho 
prime ministers of important colonies held in London 
a the time of the Golden Jubilee of Queen Victoria in 
1887. A second conference was held at the time of 
the Diamond Jubilee. Thereafter these conferences 
^became segular and were styled as Imperial Confer- 
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ences. Imp^tant colonial problems were d^ussed 
at the conferences. Piirlher steps were taken^to 
encourage trade between the colonies on the oine 
hand and the mother country on the other bj extend- 
ing communication facilities and trade i ntelli gence 
'•service. By the Colonial Stocks Act of I'dbO, the 
securities of 11% colonial governments were included 
in the list of trustee securities and thus the financial 
mafket of London was opened to them. The 
governments also encouraged the formatiorl of 
trading companies undei' charters from the Crown 
to venture into the undeveloped regions. Among 
such companies which were formed at this time, 
the important ones were the British North Borneo 
Company (1881), the Royal Niger’tompany (1886), 
the British East Africa Company (1888), and Ihe 
British South Africa Company (1889). These com- 
panies came in possession of territories which later on 
were taken over by the Crown. 

As said before, after 1875 the opposition to free! 
trade policy increased and demand for prolectibii ih i 
the interests of English agriculture and industry was' 
made. The movement took a new turn . w hen Josep h 
Chamberlain, w ho becajne the c olonial secretary"^ 
1885, started a campai^’' for Imperial prelerehce.'^Sis 
■ idea' l'Eat a t anjT'wall should 'Be~Tar^'d"agam'3t non - 
British countries and that a preference in custom 
duTf’es'^hdhla be "given to colonies was widely shared. 
|Sc?ne of the" cblohies which had introduced protective 
/tariff had already given preferential treatment to 
I British goods. The way was led by Canada in, .,1897 
; and was followed by other dominions. But Britain 
could not reciprocate so long as she was on free tratle. 
In 1903, therefore, a Tariff Reform League was started. 
In 1904 Chamberlain resigned from the ministry 'fo 
carry on the work for the lealisation of his idea. In 
, 1904 an Unofficial Tariff Enquiry was set by the^ 
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Ijcague. Its rcommendations were in conformity 
with Chamberlain’s views. However, in the general 
ei^tibn of 1906, the liberals succeeded and the 
chances of any tariff reform’ bcame remote. But 
rTiayn hp.r lain did not g-ve up his work until his death 
in’; 1914.“' 

The first break in the free trade policy was made, 
'for reasons other than economic, by the McKenn a 
duties introduced in 1915 on the import of luxury 
like motor-cars,, motor cycles, cinema' films, 
clocks and watches, musical instruinents and gramo- 
pTio^es. This was primarily done io save sh^jpjpg 
spate and protect exchange. These duties were cgn- 
tinued even aft^ the war was over and in 1919 the 
colonies. were given a preference of one-third 'bn the 
goods imported from Iheni. It is no wonder that the 
^tics were interpreted to be pr otective ih their effect. 
Ii5radditiofrby"tKe* Set of 1920 hea vy duties wer e im- 
posed to p'rolect the infant dyestuff industry! " The 
pflliclplfc llilfs ' kaopted was further extended” to the 
p rotection o f the ‘key’ industries by the Saf eguardi ng 
0? inQUst ries 'Act of 1921 ! DutleS'diT Some buOlJ^rticles 
were impose^ By the same Act dumping of fo reign 
goods was preven ted! When the conservatives appeal- 
def to the electorate on the issue of a full-fledged pro- 
tection, they lost office in 1923 . The Labour govern-, 
ment which was in office for some time thereafter 
r^ealed the McKenna duties in 1924. In the same 
year the conservatives gave up their idea of introdu- 
cing protection immediately and returned to office. 
They restored the McKenna duties and extended the 
scope of the Safeguarding Act to include silk, artificial 
lace ^djembroidery. It was "also pro-' 
ylded that protection migET* be extended to those 
industries which were threatened with unfair com- 
petition from outside. The conservatives remained 
in office, until 1929 when the labour party again 
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suceeded them. It, however, could not su 
in removing the protectionist features of the 
previous tariff changes immediately and before it 
could do anything substantial, the country was faced 
with a crisis of unprecedented magnitude^ In the 
general election of October, 1931, a highly protection- 
ist government was returned to power. Soon after it 
assumed power the trade policy of England underweatj 
a fundamental change. In 1931 the Abnormal im- 
portations ( Customs Duties) Act and In 1932 the 
korticultural Products (Emergency Customs Duties) 
^ct were passed as temporary measures. Bot^ the 
Acts provided that import duties may be leviM on 
certain goods up to 100 per cent. The first Act was to 
last for six months only and the second one for a 
period of twelve months. These temporary hieasureSj 
were replaced by the Import Duti es Act of 1932 wh iy hij 
came into force from March* 1,1932. With the excep- 
tion of a small number of goods, all foreign ^oods were 
subjected to a duty of 10 p er cent. A Tariff Advisory 
Committee on the advice of which further additional 
duties could be levied on certain goods when necessary 
was appointed. Advantage was taken of this provi- 
sion and duties on many goods were raised. In April 
1932, the Advisory Committee was empowered t o 
remove any article irom the free ^ ths pr ot ecied l^ t. 
£>ul)beL|uehtJv luaji y larili changes were made as the 
need.s of trade demanded. Efigiahd MSO US6d theTanffi 
for' the purpose of bargaining with other countries. 
.Imperial preference v/as given a concrete sh ape in the 
[Ottawa Agreemen Fof 19^ Agreernents' with foreign 

id 


new 


icounlfies’ also' weFe signed. T hus since 1931, 
enter ed the ranks of prntRe tinmst roiintrtg^ 
policy,' ■"however' has' 'Been su bjected to search Jbg 
crit icism in^the_^last deca d e an d no one can foretell m 
to w hat furtHerpRa'nges'lf will und ergo in futur e ^ 

The influence of the laissez faire doctrine C/h the 
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'activities of the state in the social field has also declin- 
ed in the ‘last half a century. In fact it is being 
r^arded that the state has a duty to perform towards 
the labouring classes. Hence in hours of 

Woflc ' in the sweated industnes’ were’ reg^ated. ” Siriu- 
sbc ial''msurance a'gaTKgTsic thess and unem^oy- 
^em waS‘ jntrodticed Tm 1911 ’. ~An attempt has also 
^Wien ftiadelb prServe industrial peace by conciliation 
and arbitration. After 1870, the government devoted 
a great deal of attention to education and by a number 
of Acts a national system of education was established. 
It i^ not po.ssiBIe to go info the details of all these 
changes. But a few changes mentioned above are 
sufficiently indicative of the transformation in recfent 
times in the outlook of the state to economic pheno- 
Inena. 

m * 

^ Chapter VII 

* THE TRADE UNION MOVEMENT 

& 

. LABOUR LEGISLATION 

Trade union movement in its modern form is the 
direct result of the inequality of status between men 
and men which was introduced . by the rise of the 
capitalistic enterprise. When the Industrial Revolu- 
tion occurred and workers migrated from the coun- 
tryside to towns in search of occupation, they had 
nothing to sell but the skill of their hands. The 
agricultural revolution had also deprived them of 
their other means of livelihood. They were confront- 
ed with a different t3^e of employer. But the classical 
economists of this period preached that there was no 
n^d to fetter the hands of employers in their bargain 
With labourers because if the terms offered by tliein 
wew not good, they would not be able to secure 
necessary labour. They believed that the free play of 
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the laws of demand and supply would secure tfi 
labourers what may be called as “ just ” terms. They, 
however, failed to see that labour was a perishable 
commodity, and the day on which a labourer ^ad failed 
to secure employment, he had wasted a day’s labour 
for ever. This weakness of a labourer introduced an 
element of inequality in his bargain with the em- 
ployer. The labourer, therefore, realised that the 
remedy to remove this inequality to some extent lay 
in the union of those whose interests were identical. 
Thus trade unionism was born out of this necessity. 

Before the Industrial Revolution * 

Though trade unionism in its modern form did 
not exist before the coming of the machine age, the 
most familiar type of organization among the. workers 
engaged in a certain trade was the craft gild. It waSs 
controlled by the masters in a trade and was entrust^fd 
with the duty of safeguarding the interests of those 
engaged in it. The relations between the master- * 
employers and the journeymen and apprentices were 
cordial and an apprentice had always a chance of 
rising to the position of a master. The conditions of 
work also were not such that the worker would like to 
contrive against his master. There was, therefore, 
generally no urge amongst the employed to organize 
against the employers. 

W'th the break-up of gilds in the sixteenth cen- 
tury, the differences between workers .and employers 
began to increase and the former started associations 
amongst themselves on the lines of trade clubs. Such 
associations were formed among hat-makers, tailors 
and shoe makers. The attitude pf the state towards 
them, however, was unsympathetic and it tried to 
assert its power of regulating industry. It passed law$ 
fixing maximum wages and forbidding combination 
among workers in certain trades. By the statute of 
1563, the Justices of Peace were given power to enforce 
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fee maximvim wages and by the laws of 1720 and 1725 
combination of tailors, and, weavers, combers and 
knitters was forbidden. • add .to the miseries of 
workerSt,export of machinery and emigration of work- 
ers, 1 was prohibited by the laws passed after 1700. 
TKis led Adam Smith to remark later on that “ when- 
ever the legislature attempts to regulate the differ-, 
ences between masters and their workmen, its coun-’ 
sellers are always the masters ”. It is no wonder thati 
in such conditions regular trade unionism did not 
grow. 


Since the IndusMal Revolution ^ 

With the coming of the machine age, the urge Tor 
combination took new roots. The growth of factories 
brought Together an army of workers sharing the same 
conditions of life and work. They had left behind the 
healthy village conditions and had come to work in 
factories where the hours of work were long and 
' wages poor. They had no voice in the management of 
industry in which they worked. In the cities the 
home life also was full of miseries. Under the influ- 
ence of the Teachings of Adam Smith and the la ssez- 
faire school, the government gradually abandoned 
even the enforcement of the statutes through which it 
regulated industries and finally repealed them in 1813 
and 1814. Thus an atmosphere of hopelessness c m- 
fronted workers. They had, however, now better 
opportunities of discussing among themselves their 
s ufferings . From these early discussions they came 
lo TEe^ :onclusion that through influence arising from 
organization they could achieve many rights whicl\ 
lay may give them only slowly. 

T?he need for combination was keenly felt about 
1790 when the new factories had come to be estab- 
ISsned and were proving successful. The French 
'SseVoIutiqn with its slogan of liberty, equality and 
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f raternity had kindled a new hope in 6 

wofEersT Some trade unions were formed .by ^rk* 
ers, but when the war broke out between Engljmd and 
France in 1793, the government alarmed by^Jbe possi- 
bility of an echo of the French Revolutioa iiiEnglMd, 
decided to suppress the liberty of people including the 
right of workers to combine. Laws were passed in 
• '• quick succession. In 1794, the Habeas Corpus Act was 
suspended ; in 1796 an Act was passed against treason- 
able practices and seditious meetings : in 1797,* and 
RBOO laws were passed forbidding combinatioh among 
workers for the purposes of raising wages, reducing 
hours of work, intimidating employers or striking to 
enforce their demands. The Acts also prohibited 
unions among employers but this part of the, law was 
seldom enforced. * 

When these Acts were passed trade unionism 
became illegal but combination among workers was 
not altogether rooted out. It took the form of secret ^ 
orgaiV-zation. Some workers organized themselves 
into friendly societies which were given a legal stati^ 
by an Act of 1793. One of the secret organizations 
whose members" were known as Luddites bcame 
famous by its activities against the introduction of 
machinery. Thus though some combinations were 
formed, the general body of workers at this time was 
so ill-educated and unintelligent that no demand was 
made by them for the repeal of the Combination Acts. 

, In 1815, when the Napoleonic wars came to an 
. end, the cond'tions of life and work of the workers 
deteriorated still further because of the effects of 
depression. Unemployment increased and wages f^U* 
At such a time the workers’ cause was championed 
one Francis Place, a master-tailor of Charing .iJJrckSS. 
In his activities for the repeal of the Combination ‘Acts 
he secured a valuable friend in Jpseph Hume wlio 
was the leader of the radi cal pa rty mtEe^^Sfl^ 
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After JIliQod deal of agitation, the Parliament appoint- 
ed a com^ttee under the chairmasoi^ of Joseph 
^0 report oja the state of the Oomhination Laws* 
He suociwied in manoeuvring the committee to recom- 
mend toroe Parliament the repeal of the Combination 
Acts. The Parliament passed an Act in IJ^ji by which 
societies of workers were permitted and’"strikes were 
.legalised. The workers used their hard won liberty 
ftilLy in 1824 and there were a number of strikes. The 
Parlfameiit was alarmed by this and immediately 
appointed another committee to report on the issue. 
Not Being as sympathetic as the previous committee, 
it recommended in favour of restricting the privileges 
of workers. As a result of the report, the old Act was 
repealed and a new Act was enacted in 1825 which' 
oonferrefl on workers the rights of combination and 
strike but restricted their dse by limiting their scope. 
The Act provided that workers may meet to discu.-!s 
rates of wages and hours of work, but any agreement 
arrived at .at this discussion must relate to those 
wojykers who were present at the meeting. It forbade 
the use of force, intimidation, threats, and attempts 
to coerce the non-unionists to join a strike or an asso- 
ciation. The provisions were so wide that effect.ve 
unionism was rendered very difficult. The legality of 
trade unions also still remained incomplete because of 
the presence of a body of common law which provided 
many loopholes for the employers to prosecute work- 
ers. For over half a century, therefore, the workers 
had to fight to secure complete legalisation of trade 
unions. The need for improvement in law was clear- 
ly shown by the prosecutions brought against labour- 
ers soon after the Act of 1825 was passed. In 1832, a 
group of Lancashire miners was prosecuted under the 
law for writing to their employers declaring 
their* intention to strike. In 1834, some pottery work- 
were imprisoned for visiting their employers as 
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ernment was influenced by the Minority .yggort uidki 
the subsequenCSiactinents gave effect to some of its 
^provisions. By the Trade Union ( Protection of 
' Punds) Act, 1869 protection was given tq .th e fun ds 
of trade unions. ^ ,1871, by passing the T^ade Unjon 
XctT^the government gave a new status to trade unic^. 
'lTiey_were not to be regarded as unlawful merely be- 
cause they were in restraint of trade. They were also 
permitted to be registered as friendly societies if they 
so desired. A trade union which was registered could 
own lands or buildings and could bring or defend an 
Vdction at law. But the liberties thus conferred on 
" tfeem were rendered ineffective by the enactment of 
Vthe Criminal Law Amendment Act passed at the same 
time which made “ obstructing, threatening, persis- 
tently following, watching or besetting any workman 
who had not voluntarily joined the trade uniop 
illegal ”. This made the use of strike as a weapon 
very difficult. The ‘Junta’ carried on agitation for the 
reform of the law which finally succeeded in 187.5. By • 
the Conspiracy and Protection of Property Act of 1875, 
it was provided that no action committed by a group 
of workmen was punishable unless the same act was 
criminal if committed by a single individual. Tbis 
had the effect of permitting peaceful picketing. 'Ibe 
I'rade Union Act of 1876 amended the Act of 1871 to 
‘ the effect that the cerfificate of reg istr ation of a trade 
union was not to be^SIncSTTed’ tinle^the trade union 
'had failed to furnish the required returns under the 
or had ceased to exist, or had itself r*eq^ueste6nEor 
the cancellation' of the certificate. 'Thus "Ey the Acts 
of 1825, 1859, 1869, 1871, 1875 and 1876 all traces of 
illegality of trade unions were removed and they were 
given a respectable position in the eyes of law. * ' 
Among other interesting developments of this 
period mention must be made of the inajjgpratiqn of 
the Trade Union Congress in 1868 and "the attmpt at 



The Trade Onion Movement 


115 


the use of arbitxation in disputes. The Manchester 
Trade Council issued in 1866 a general circular sum- 
a general conference of trade, unions to dis- 
cTfes the problems Aat were going to come shortly 
SSfbre the Parliament.' It was to be the first of the 
series of such conferences. The con ference of 
1871 was fully representative of the trade unions in 
. the" country. Since then it has become an influential 
bo'dy m the labour world. As regards arbitration, 
though many attempts were made to use it in labour 
disputes m the thirties and forties, the first successful 
attempt at establishing a regular machinery for arbi- 
tration was made by Mr. Mundella w h o se t up a 
l^ard ^ Arbitration and Conciliation in i 860 In Ihe 
hosiery. an3”giove industry. One of the most ^ccess- 
*ful boards was in the coal industry. With the help 
6f conciliation boards, the industries in Durham and 
Northumberland succeeded in establishing sliding 
scale committee. This type of attempt, however, did 
hot succeed in some of the other industries as the 
workers demanded that before a sliding scale commit- 
tee was set up, a minimum wage should be fixed. 

In the last guarler of the nineteenth century the 
trade union movement spread in all directions though 
during periods of depression its membership declined. 
The early trade unions mostly consisted of skilled 
workers, but after 1880 their ranks were joined by 
unskilled workers too. One of the successful strikes!^ 
of the unsk-lled workers was the London dock work-| 
ers’ strike of 1889. Their success encouraged a num-‘ 
ber of unions of unskilled workers. The spirit of 
unionism also spread to agricultural workers and for 
some time they succeeded in organizing their unions ; 
but the opposition of the propertied classes was too 
steong to be resisted by them! '“"Among the railway 
Wrkers a union was started as far" Back as 1871, but 
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\^t!ae real growth came after 1890 when the Amalga*^ 
Jmated Society of Railway Servants was formed, 
'Even the membership of this body was small by the 
;end of the century. 

The most important development of this period, 
however, was the growing influence of socialism on 
workers. The socialist influence worked as a binding 
force and brought together workers of different shades 
of opinion. Consequent upon this the aims of trade 
unionism also changed. By the end of the century, 
therefore, the feeling that it was the duty of the state 
to provide sickness, unemployment and old age bene- 
fits became strong. The state could be made to 
realise this responsibility only if the labourers could 
become politically strong. Though representatives of 
labourers were elected to the Parliament for nearly 
two decades, there was no regular party and pro- 
gramme and they usually voted with the liberals. In 
18^^ therefore, the Independent Labour Party was 
formed to stand by a socialist programme and repre- 
sent the opinions of workers. It was after a long 
persuasion that Trade Union Congress gave its recog- 
nition to it in 1898. 

The twentieth century opened with disappointing 
developments for trade unionism. In 1900, the work- 
ers on the Taff Vale Railway went on a strike and 
the company sued for damages and for an injunction 
against picketing. The company succeeded and 
securd an award for damages worth £23^000. This 
struck at the roots of unionism as hereafter the funds . 
of trade unions would not be free from attachment 
by courts. The Trade Disputes Act 9t 1906, therefore 
was enacted and it provided that trade unions were 
not liable for damages for the wrongful acts of thei: 
members and that picketing was legal. This amend* v 
ment of law was followed by a number of strikes on 
the railways. But to the chagrin of the trade union- 
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fits, tliey were put to a second test in 1908. A railway- 
man naoned Osl^rne fil^^ a ea^to_preyent his union 
from using its^fiinds to' ffnance the election of candi- 
dates to the Parliament. He won the case. This cut 
at the roots of the Labour Party and dashed to the 
ground all hopes of the labourers in the political field. 
After a long controversy, the Trade Union Act of 1S13 
permitted trade unions to raise a separate fund for 
political activities but contribution to it was not to be 
comimlsory. 

On the eve of the last Great War, the membership 
of the trade unions had reached nearly 4.225,000. 
When the war broke out, the trade unions decided to 
stand by the government and their trade practices 
were suspended in the interests of the nation. In 
spite of this, there were serious outbreaks of labour 
unrest in 1916-17. The government, therefore, ap- 
pointed a commission under the chairmanship of J. H. 
WhitleJ^ Its recommendations did not satisfy labour- 
ers. In iSlS. when the membership had reached 
nearly 8,500,000, there were again serious outbreaks of 
labour troubje. Government, therefore, summoned, a 
joint conference of employees of all trades at West- 
minster on the 27th February 1919. It was attended 
officially by the Prime Minister and the Labour Minis- 
ter. The conference declared itself in favour of an 
eight hours day, legal minimum wage and universal 
recognition of trade unions. A National Industrial 
Council was formed for conciliation. The labour 
unrest, however, was not pacified by these steps and 
it found expression in the political activities of work- 
ers. In the 192^ elections, the Labour Party secured 
122 t seats in tfieHousp of Commons and became the 
official opposition. It even formed the government 
months in , ^924 . 

The depression jn the post-war period had resulted 
in tjje unemployment of many. Attempts at wage 
• V * . 
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reductions were made by employers. With the growS" 
mg political consciousness, the workers resisted the^ 
attempts with strikes. The struggle came to a head 
in the coal industry in 1926 when the Couij|||il of the' 
Trade Union Congress declared a sympathetic general 
strike. The suffering of the people in this period of 
the strike was great. The government consequently 
enacted a measure which had a reactionary effect. 
The Trade Disputes and Trade Unions Act ot 1,927 
provided that (1) a strike was illegal if it had an 
object beyond the furtherence of a trade dispute in 
an industry in which the strikers were engaged and 
if it was designed to coerce the government either 
directly or by inflicting hardship on the community ; 
(2) once a strike was declared illegal, the protection 
conferred on the trade union funds by the Act of 1^6 
would disappear ; (3) the civil .servants shall not join 
trade unions with political affiliations ; and (4) that 
an injunction may be granted by the Court at the- 
request of the Attorney General restraining the appli- 
cation of trade union funds in contravention of the 
first provision. Thus the activities of "trade unions 
were rendered very difficult by placing them at the 
mercy of judges and juries. Since then the member- 
ship of the trade unions has also been fluctuating 
because of the depressed state of trade and industry. 
In 1936, the membership was in the neighbourhood of 
5 mill ons. In the political field, however, labour had 
some further successes to its credit. The Labour 
Party formed the government from 1929 to 19g,l. In 
the elections of 1935 labour polled 8 million votes in a 
total of 30 millions and secured 100 seats in the Hoqse 
of Commons. * 

Trade unionism in England has attained such a 
position to-day that it has to be reckoned with by the . 
employers as well as the government as a great force', 
in preserving industrial peace. Collectiye frargB(k|t)|||... 



me Trade Union Movement 


W' 

HHI^ rept^sentation in the Parliament have been useful 
iik securing to the main body of workers better wages, 
shorter hours of work and provision against unem- 
ployment accident, invalidity and old age. The 
rigidity « wage structure which developed in Eng- 
land in the post-war period is, though it had undesir- 
able effects in other directions, a testimony to the 
collective strength of labourers. The trade unions 
hav§ not also neglected the intellectual and social 
progress of workers. They have established schools 
and built libraries. The labour press devoted to the 
cause, of workers has given them an opportunity to 
express their views through its columns and has also 
provided the means of discus'sing the social as well as 
political problems that confront workers. Trade 
upionism? therefore, is a living force in England. 

Labour Leirislatioii 

The need for protective labour legislation arose 
after the Industrial Revolution. Before this the rela- 
tions of workers with employers were not certainly 
hostile and Ae conditions of work were not always 
oppressive. To the workers it was a pleasure to 
produce goods by their skill of which they had reason 
to be proud. The Industrial Revolution changed the 
conditions completely. Thousands of workers were 
drawn to towns who had nothing else to sell but their 
labour. Inside and outside the new factories the con- 
ditions of life and work were, to say the least, shock- 
ing. And yet the workers had no power to ameliorate 
them because they had no voice in the local as well as 
the national government. The Parliament which at . 
on% time legislated on the regulation of ndustry was 
withdrawing from this field of its work by the grow- 
ing influence of the doctrine of laissez-faire. This 
rendered any help from the state to workers difficult. 

It was only after the Humanitarians made their voice 
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heard and the horrors of industrial life becanie 
incapable of being ignored that the Parliament was 
actuated, to interest itself in the protection of labour. 
The scope of labour legislation and its effictlVe en- 
forcement, however, developed gradually" as the-' 
strength of trade unionism increased and ti^ylpiiuence 
of laissez-faire began to wear out. 

The earliest of Factory Acts was the Health and 
Morals of Apprentices Act of 1802. it mainly applied 
to the pauper children who were apprenticed in the 
new factories. Before Peel enacted this the 

conditions in the textile mills were appaling. .-One of 
the writers has described them in the following words : 
‘ItThe early textile mills often worked continuously for 
twenty-four hours a day, and the only limifr to hoijjgs^ 
was that of physical exhaustion. The children wgsA 
herded in sheds and as one shift arose from the bedIP 
another tumbled in, so that they were never cold. The 
hard physical labour they performed resulted in bodily- 
deformities, and accidents from unfenced machinery 
were only too common. Foremen were d^sen for 
their power to get the maximum amount of work 
from them, and they were often flogged with whips to 
keep them awake and make them work harder. They 
were fed as cheaply as possible on the coarsest of food, 
and those who survived — n:any of course did not — 
grew up with stunted ricketty bodies and warped 
twisted minds, brutalised by their appaling child- 
hood * The Act v/as passed to remedy these condi- 
tions but it failed in achieving anything substantial. 
It limited the hours of work of apprentices to twelve 
per day and prohibited night labour altogether. They 
were also to be taught arithmetic, reading and ivrifbig. 
The enforcement of the Act was left to the^gustices pf 
peace. Their negligence and the evasion employ- 


* Irving. An Introduction to Economic History, p. 213. 
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*ers rendered the Act futile for all practical purposes. 

When the Napoleonic wars came to an end, the 
^rts _of Peel and. RpbeE.tO\!?en and the findings of a 
comtfiitt^e~o1 the House of Commons led to the passage > 
«i4,the ■ Factories Regulation Act of ;ai9 . • It was ^ 
PPpli^MiliL. cotton textile mills only. It fixed the ' 
jm^MPPSige of employment at nine ^ears and pro-.;, ' 
ted^^^en between the j^ges of nine" and sixteen. - 
applied to all children irrespective of their, . 
terrhs of employment. The twelve hours day now ' 
includ||fl_«n hour and a half for meals. The maximum 
yTOT^aturday was fixed at nine hoursl 
The Act aroused a great deal of resentment among 
the textile mill-owners, ft also did not satisfy J^e 
workers and social reformers. In the next decade, 
^erefore, there was further agitation for the improve- 
•ment of the factory law. Social leaders like C^stler, 
Owen, Hobhouse, Michael Sadler and Ashley cfooper 
di3"a greal 'aeal to arouse pubLc opinion in favour of 
legisla^K protection to labour. In the same period, 
by thjpict of 1825 tra de unionism was legalised and 
m the next* ten years a number of experiments were ' 
made in the organization of labour. „• Though the voice 
of the workers was not a factor which could influence 
the Parliament, it could not ignore the possible effects 
of the organ.zation of workers. Unfortunately, how- 
ever, the laissez-faire influence on the Parliament was 
growing and it could not have agreed to a measure 
not in keeping with the spirit of the doctrine. Mich ael 
Sadlpr put the Parliament to test by introducing in 
1^1 a bill for universal ten-hours day. It failed to 
pass but the failure was .followed by agitation on a;, 
gfeater seale. The Parliament was forced to appoint > 
a commission next year with Sadler as its chairman to 
investi^^ the conditions in factories. The efforts 
of the -Commission were crowned with partial success 
by .the enactment of the Factory Act of 1833. The 
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Act applied to all textile factories and with «dme 
exceptions to the silk industry. The hours of work 
for children between the ages of nin e a^d ttot^n 
were fixed at nine hours a day or forty- eighty hours a 
■'yfifik, ] for young persons between the ages of thirteen 
Vand eighteen, the hours were fixed at twelve Jigttr§ a 
day and sixty-nine hours a week. These hoius in- 
cluded an hour and half for meals per day. Further 
a certificate of. age was required before children were 
employed to stop the evasion of the Act. For the first 
time night work was defined as between the hours of 
8-30 p.m. and 5-30 a.m. and no person below the' age 
6f eighteen was permitted to do it. The ”Acf 'also pres- 
cribed two hours of schooling per day for all factory 
children. To enforce the measure, factory ii^fieclors 
were appointed with necessary powers. iSiese ihspec* 
tor’s were required to submit a report to the Parlia- 
rnent four times a year and hold conferences at least 
twice a year, 

The Act of 1833 did not satisfy as might be expect- 
ed the leaders of social reform. It did not apply to 
women and adult male workers. The agitation for 
further reform, therefore, led to changes in the Fac- 
tory Act from time to time. Though the Act of 
reduced the minimum age of employment to eight, tjie 
hours of work for children between the ages of eight 
and thirteen were fixe d at si x and a half hours day. 
The restrictions applicable to young persons were also 
made applicable to women. Thus for th e fir.st tjmg 
adult labour was protected. Fencing of tnachisery 
was made compulsory and young persons were prohi- 
hited from being employed for cleaning it. It also 
prpvided for money compensation in cases of injury 
from unprotected machinery. Three years after this 
the agitation for ten-hours day led to the passage of 
the Act of 1847 which fixed the day at ten hours for 
women and young persons. This provision was, how- 
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*Ptever evaded. Hweafter for the next twenty years 
changes were made_in the Factory Act by 
TOca^nal amentoenjs.'" Iii ISSG. the normal work- 
ing‘ day was fixed between 6 A. M. £ind 6 P. M. in sum-r, 
in» anti 7 A. M. and 7 P. M. m winter. In 1856’ 
fencing of machinery was restricted to those machmes ' 
with which the protected persons were likely to come 
into contact. Further in this period the scope of; 
radiation was extended to include provisions regard-' 
ing'health and sanitation. In 1864, the Act was made ' 
appITcabre to non-textile trades like pottery, match- 
making, cartridge-making and others. In 1867 even 
W6rkshop« were brought rmder control. The ’^'actory ■ 
Acts Extension Act and the Workshops Regulation ' 
Act of ;1867 for the first time defined a factory and a 
.workshop. A factory was defined as a place where, 
fifty or more persons were employed and mechanical-- 
power was used. A workshop was any place control- 
led by an employer including a workshop where 
children were employed by their parents. Thus the 
legislation of this period brought under the cratrol of 
government inspectors all industrial establishments. 
This 'was n*o doubt the result of the growing influence 
of the labour movement in England. Though legisla- 
tion was st 11 deficient in many respects, &e achieve- 
ment could not be regarded as small in "view of the 
laissez-faire attitude of the Parliament. 

The Factory Act of 1874 made some further . 
changes in the law. I t fi xed the hours of work for 
^qmen and young; persons at ten per day and fifty-six 
and half hours per week ; in the enforcement of this 
provision, the hours of work of male workers also had' 
tp be adjusted to it. The minimum age of employ- 
ment was also raised to rune and after one year to ten. 

protection for children was raised to four- 
Silk; jnillg which previously were given certain 
privileges were brought in line with other textile mills. 
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Bx,this year the factory legislation had become very* 
complicated and, therefore, after three years, it was 
codified in the Factory and Workshop Act 1878. 

In the next decade legislation was undertaken 
.which aimed at the protection of the health of work- 
^'^ers. The Factory Act of 1883 provided rules for the 
protection of the health of the white-lead workers. 
It required that such workers should be provided with 
respirators, hot and cold baths and acidulated drinjM, 
The Factory Act of 1889 laid down conditions regard- 
ing humidification in the cotton textile factories. In 
1891, the minimum age of employment was further 
raised to eleven and by an amendment of 1895, the 
hours of work for children in all cases were limited 
to thirty per week. In 1896, the doctors were directed 
to notify to the factory inspectors cases of occupational 
diseases if treated by them. 

By the end of the century, the need for further 
codification of law was felt necessary and, therefore 
in 1901, the Factory Act was codified again. This Aet 
has remained the basis of the present factory legisla- 
tion in England though some changes were made 
thereafter particularly in regard to the employment 
of children. The minimum age of employment here- 
after was governed by the school leaving age. It 
was raised to twelve in 1901 and to fourteen in 1918 

Since 1901, no important changes have been made 
in the Factory Act though England has ratified a 
number of conventions passed by the International 
Labour Organization. As a result of collective bar- 
gaining, however, many changes have been introduced 
in woT^king conditions. The normal working week in 
England is 47 to 48 hours and in many cases as short 
as 43 to 44 hours. In 1936, the Parliament prised for 
the ratification of the "Forty-Hour Week Convention 
'to provide work for the unemployed. The govern- 
ment pointed out the practical difficulties of introduc- 
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iilg the change. However, a Factories Bill Campaign 
Committee was formed by the interested parties 
wh.ch demanded a forty- eight-hours week for men 
and a forty-hours weeTc tor young persons under 18 
years of age. The government introduced a bill in 
1937 embodying measures for health and safety and a 
forty-eight-hours week for women and young per- 
^ns. It -was referred to a standing committee in 
February 1937. It was passed in July, 1937. It has 
fixed the maximum hours of work for women at forty- 
eight-hours a week ; the hours of work of young 
persons under sixteen have also been fixed at forty- 
four per week.'" '" 

The factory legislation in England is still incom- 
plete and^ changes may be introduced in future as the 
power of the labour organizations makes itself felt in 
the Parliament. There are also admitted defects in the 
enforcement of the existing legislation though it must 
be admitted that in recent years the inspectors have 
materially contributed to the improvement of condi- 
tions within the framework of the Factory Act. But 
the deficiencies of the executive have been, as said 
before, made up by the power of collective agreements 
which trade unions have been able to force on employ- 
ers. 

Mines Arts And Regrulations 

Mining industry has been regulated by separate 
legislation in all industrial countries because of the 
special conditions prevailing in it. In England, how- 
ever, little attention was paid to its regulation before 
1842 and the conditions of work in the mines were 
horrible. There was no proper system of draining of 
water or provision of ventilation and explosions and 
cases of poisoning were quite frequent. Women and 
children were engaged underground. In Scotland the 
proportion of women to men was four to one. The 
working day was generally of fifteen hours and in 
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some cases even longer. Yet the wages paid wef*c 
poor. Skilled men received 10s. a week while women 
and children received two shillings and a few pence 
respectively. The child labour was grossly^ abused as 
children were employed from the age of three upwards 
and worked from 4 A. M. to 5 P. M. 

After an investigation into these conditions by a 
commission, the Parliament passed the Coal Mines 
Regulation Act of 1842. It provided that no boy^under 
the age of ten was to be employed or even apprenticed 
and women were disallowed from working under- 
ground. In 1850 four government inspectors* were 
appointed to enforce its provisions. In 1860, the mini- 
mum age of employment was raised to twelve and 
hereafter it was further raised accordii\g to the 
requirements of the Education Acts. In 1855 and 1862 
regulations were introduced regarding the fencings of 
shafts, provision of brakes and ventilation. In 1872 
the existing law was codified and mine managers, and 
subsequently even under-managers, surveyors, f6re- 
men and deputies, were required to hold a certificate 
of competency. In 1881 the Home Secretary was per- 
mitted to hold enquiries into the causes of accidents 
occurring in the mines. 

Mining legislation made further progress in the 
twentieth century. The efforts of the Miners’ Federa- 
tion started as far back as 1841 resulted in securing 
regulation of the hours of work and minimum wage 
in the coal industry by tlie Acts of 1908 and 1912. The 
hours of work of underground workers were fixed at 
eight hours a day and district boards were set up to 
fix minimum wage for the workers In mines in the 
districts to which they were attached. In 1911, •the 
mining law was codified again and in 1920 the Mines 
Department of the Board of Trade was given power 
to legislate on minor points arising from the working 
of the Acts. Since 1920 the mining industry has been 
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to a very unsettled condition. As a result of the 
strong demand of the workers, in 1920 a seven-hours 
day was introduced in the coal industry and a 
National Wages Board was set up to fix the minimum 
wage. But the unrest of the workers instead of being 
reduced culminated in the general strike of 1926. 
This led to a reactionary move on the part of the 
government and in 1926 by the Coal Mines Act the 
eiglht-hours day was restored again. 

Social Insurance and Other Legislation 

Social insurance has been regarded as essential to 
the conservation of the human wealth of a nation.* 
Action in this field was taken early m Germany at the 
instance of Bismarck. In England action was delayed 
uijtil the ‘first decade of the twentieth century. In 
19Qj5 a Royal Commission on the Poor Law adminis- 
tration was appointed. It submitted its report with 
far-reaching recommendations in 1909. This led to 
the. enactment of the National Health Insurance Act 
of 1911. It provided against sickness and unemploy- 
ment. 

In regard' to sickness, the Act was made applicable 
to all manual workers and non-manual workers whose 
annual income was less than £160. The benefits pro- 
vided by the Act to an insured worker were : (1) free 
medical attendance and medicines and treatment in 
sanitoria if necessary ; (2) after a certain number of 
contributions were paid, a cash allowance of 10s. a 
week to a man and 7s. 6d. to a woman during illness ; 
(3) a disablement allowance after 26 weeks of conti- 
nued illness and (4) a sum of 30s. to the wife of an 
insured worker on her confinement. The finance 
necessary for the purpose is found from contributions 
by workers, employers and the treasury. Few changes 
have been made in the underlying principles since 
1911 ; the subsequent legislation has merely made 
iihanges in the scale of contributions and benefits. At 
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present more than thirteen million workers are cover- 
ed by the scheme and it has worked successfully with- 
out much burden on the state. This would be 
apparent from the following figures : — * • 

Payments made Contributions levied 



Emillions 

£rmllions 

1913-14 

14y2 

17 

1923-24 

24y2 

26 . * ’ 

1933-34 

32 

26 


By the Old Age Pensions Act of 1908 provisidn was 
made for the aged dependents. Every person reach- 
ing the age of 70, provided his income is below a 
certain level, is paid a pension of 10s. a weejt and the 
cost is borne by the treasury. Those who receive 
poor relief are not eligible to receive it. The sickness 
insurance scheme was also supplemented in 1926 by 
introducing contributory pensions scheme for the 
widows and orphans of the insured workers. Accdrd- 
ing to it, the insured persons are eligible for pensions 
between the age of 65 and 70. Benefits are also 
provided for widows and orphans of the insured 
persons under this scheme. 

The most comprehensive scheme of relief, how- 
ever, is the unemployment insurance introduced b3^ 
the National Health Insurance Act of 1911. In the 
beginning it was applied to those industries only in 
which unemployment was chronic. These were the 
house-building, ship-building and engineering indus- 
tries. Contributions were collected from workers and 
employers, and were supplemented by the state. The 
labour exchanges set up by an Act of 1909 were ilsed 
for keeping records of the unemployed. After a cer- 
tain number of contributions were paid by a worker, 


♦ G. D-. H. & M. I. Cole, The Condition of Britain^ pp. 328-29. 
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Re was entitled to a weekly unemployment benefit of 
7s. fqr a maximum period ot 15 weeks m each insu- 
rance year. 

Duripg the last war when unemployment nearly 
vanished, the scheme appeared to be successful. By 
1921 the fund had accumulated to £21 miJlions. This 
encouraged the Parliament to extend the scheme to 
all workers. The scope of the scheme was extended 
by* the Unemployent Insurance Act of 1921 to all 
manual workers and non-manual workers earning less 
than £251 per year. Certain classes of workers who 
were not suffering from this malady were excluded 
from its operation. In all it affected 12 million per- 
sons. The Act increased contributions and benefits. 
The weekly cash allowance was increased to 15s. for 
men and 12s. for women for a maximum period of 
15 weeks. In 1921, further changes were made by 
intioducing benefits for dependents and benefits be- 
yond the statutory period known as unconvenanted 
benefits. The extension of the scheme unfortunately 
coincided with a prolonged period of depression and 
the fund wa^ drained away completely and had incur- 
red indebtedness to the extent of £21 millions in 1926. 
Though some changes were introduced in 1927 on the 
recommendations of the Blanesburgh Committee of 
1926, the scheme failed to show any improvement and 
in 1931 the indebtedness amounted to £61 millions. 
After some changes in 1931, it was expected that the 
position would improve but instead it deteriorated still 
further with the effects of the depression of 1931-33. 
In 1931 when the debt had accumulated to £100 mil- 
lions, on the recommendations of a Royal Commission 
OJk Unemployment Insurance of 1931 the contributions 
were increased and the benefits and their period were 
reduced. These were, however, transitional measures 
In 1934, therefore, on the basis of the final report of 
the Corninission, the scheme was reorganized. The 
16 
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unemployed were divided into three categories accord^ 
ing to eligibility for (1) insurance benefits, (2) un- 
employment assistance and (3) public assistance. The 
second is provided after the statutory benefits have 
been exhausted and the third is given under the Poor 
Law. The cuts made in benefits in 1931 were restored. 
Thus the benefits given to-day are 17s. for men, 15s. 
for women and additional dependent allowances. In 
1936, the scheme was extended to agricultural work- 
ers also with lower contributions and benefits. 

The introduction of the unemployment insurance 
in England certainly came as a great relief to the 
workers. The scheme, however, became unsound in 
many respects after the changes introduced in 1921. 
The effect of this unsoundness was to make* it finan- 
cially unworkable. The following figures for selected 
years will show how the income under the scheAie 
could not meet the expenditure :♦ 

Contributions levied Payment made • 

(£ millions) (£ millions) 


1913-14 

V2 

2 

1921-22 

53 

301/2 

1929-30 

46 

3 OV 2 

1930-31 

92 

291/2 

1931-32 

111 

33 

1932-33 

104V2 

38 

1933-34 

88 J /2 

39y2 

1934-35 

46 

42 


As in Germany there is no insurance system for 
accidents in England. Upto 1880 a worker who was 
injured by an accident could claim compensation from 
the employer by instituting a suit in a law court, l^o 
compensation was, however, given if the accident was 
the result of the negligence of a fellow worker. This 


* Ibid, pp. 328-29. 
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SHrawback was removed by the Employers’ Liability 
Act of 1880 which defined the responsibility of the 
employer in regard to fencing and provided that com- 
pensation was payable even when the accident had 
occurred ^Dy the negligence of a fellow worker. The 
scope of the Act was extended from time to time by 
subsequent legislation known as Workmen’s Compen- 
sation Acts. The consolidated Act of 1923 applies to 
nearly all workers in factories and mines. Compensa- 
tion Is payable even when the employer is not guilty 
of negligence on his part. A worker who is totally 
incapacitated is paid half the wages up to a maximum 
of thirty shillings per week ; in the case of partial 
incapacity, the difference betvreen his former earning 
and actual earning is paid to the worker. If the 
accident “results in death ofithe worker, the widow is 
gwen a sum between two hundred to three hundred 
pounds and allowances are paid to the children up to 
a maximum of six hundred pounds. With this res- 
ponsibility of the employers for accidents, they usually 
take out insurance policies against their legal liability. 
But this is not compulsory. The sum paid out by way 
of compensation was SVz millions in 1913-14 ; recently 
it has increased ; in 1934 it was £ 6 millions. 

Chapter VIII 

GROWTH OF THE CO-OPERATIVE AND 
SOCIALIST MOVEMENTS 

The co-operative movement in England was 
launched by workers. After the Industrial Revolution 
started when workers migrated to towns and were 
employed in factories, they realised that they were 
at the mercy of employers as wage-earners and of 
middlemen tsfe^aders as consumers. They were threat- 
ened with exploitation on both the sides. They, there- 
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fore, tried to protect themselves as wage-eamesrs 
organizing trade unions and as wage-spenders by 
starting co-operative societies. The inspiration for 
organizing co-operative institutions came from the 
experiments of Robert Owen. Though his experi- 
ments of establishing a co-operative industrial village 
and a labour equitable exchange did not succeed, they 
supplied to the workers the lines on which to direct 
their thought. . * 

The English Consumers’ Co-operative Movetaent 
started with the establishment of the Rochdale Equit- 
able Pioneers in 1844. Twenty-eight flannel weavers 
who had saved a poy.nd each contributed it to the 
capital of the organization. They started, to begin 
with, a small shop in the Toad Lane, Rochdale, where 
groceries were sold to the members. This expferiment 
succeeded well on account of the underlying prinai- 
ples which came to be known as the Rochdale Plan. 
These principles were to : (1) sell goods at market 
prices, (2) divide profits quarterly among members 
according to their purchases, (3) collect capital by 
instalments, (4) pay 5% interest on capital, (5) allow 
no credit and (6) to spend a part of the earnings on 
education and self-improvement and to settle all 
matters by equal vote irrespective of the shares held 
by any member. The success of the Rochdale society 
could be seen from the following figimes : 

Membei's Sales 


1845 

74 

£710 

1855 

1400 

£44,902 

1865 

5326 

£196,234 

1875 

8415 

£305,657 


The Rochdale society also added new lines to*its 
business. Their business was extended to linen and 
v/oollen goods in 1847, to meat in 1850 and to bread in 
1867. In the last year they established their own 
bakeries. In the meanwhile the movenqent was 
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^reading to other parts of the country, moie parti- 
cularly to the North of England and the South of 
Scotland. 

The OTOgress of the movement, however, was not 
smooth. The difficulties met with in the early years 
were many. The local wholesale traders put obstacles 
in the way of the new societies by refusing to sell 
them goods. The members who were indebted to local 
traders could not escape from their clutches easily and 
had always the temptation to avail themselves of the 
easy credit offered by them. In many instances 
societies suffered from the dishonesty of their manag- 
ers. But the greatest difficulty was their uncertain 
legai position. The common law was unfavourable to 
them in many respects. They could neither deal with 
non-memlaers nor hold land exceeding one acre nor 
loan money to other societies nor sue their officers for 
misuse of funds or embezzlement. Each member was 
also responsible for all the debts of the society. These 
'legal disabilities were removed by the legislation of 
1846, 1852 and 1862. By the last Act they were allow- 
ed to incorporate with limited liability. 

The effects of the improvement of law were im- 
mediate and encouraging. In 1863 there were 454 
Rochdale type of societies of which 381 had a mem- 
bership of 108,000 persons and an annual business of 
£2,600,000. Co-operation also spread to wholesale 
trade and production. The English Co-operative 
Wholesale Society was started in 1853. In 1862 there 
were 113 productive societies engaged in the produc- 
tion of cloth, boots and shoes, etc. An attempt was 
also made to organize life insurance on co-operative 
principles in 1867 but the scheme did not start working 
until 1886. The period was also noteworthy because 
of the spread of co-operation to agriculture. Nearly 
60 societies were started but hardly 6 of them suc- 
ceeded. 
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In the third quarter of the nineteenth century, thft 
movement entered a new phase. In 1869 a co- 
operaiive congress was held at which the co-operative 
societies were represented. Since then it has become 
a regular feature of the movement. At *the first, 
congress a co-operative union was started ol all the 
societies and it elected a central board. The country 
was divided into seven districts and the board con- 
sisted of seven sections to represent them. The w.ork 
of the board as constituted to-day consists of issuing 
journals, holding examinations, collecting statistics 
and undertaking propaganda. Besides these bodies co- 
operative guilds were started for men and women 
workers. 

After the experimental stage was over, the move- 
ment continued to grow. This growth was aided by 
the changes made in law by the Provident Societies 
Act of 1876 and 1893. This latter Act governs the co- 
operative societies in England to-day. Since 1875 the 
Enghsh Co-operative Wholesale Society has shown 
great enterprise. In 1871 it had started a loan and 
deposit department. It was later on converted into 
a regular bank. In 1935, this bank had 68,204 accounts 
and had made advances and allowed overdrafts worth 
£2,569,453. Life insurance was also undertaken by it 
in 1886 and to it was added industrial insurance in 
1899. After the National Health Insurance Act was 
passed in 1911, it started a branch relating to health 
insurance in 1912. In 1926, it had 1,300 agencies and 
220,000 members. The E. C. W. S. also ventured in 
the field of shipping in 1876 by starting a regular ser- 
vice between Goole and Yorkshire. 

In spite of the many obstacles placed in the way 
of the movement by industrialists and traders, it has 
made a remarkable progress. Following are the figures 
of its progress. 
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Retail Societies 
Number Members Sales 
(In millions) 
1901 1^455 1.8 £ 53 

1931 1,159 6.5 £ 208 


Wholesale Societies 
Capital Sales 
(In millions) 
1901 £ 5 ^23 

1931 £ 89 £99 


The above figures clearly show that the Consum- 
ers’ Co-operative Movement has been well established 
in^ England. The movement, however, has not spread 
to’ the field of agriculture as in Denmark, Germany 
and other continental countries. No doubt there are 
a number of societies in the dairy industry but the 
progress in agricultural credit, farming, purchase and 
saie has not been conspicuous. In the post-war period, 
with the policy of establishing small farmers on land, 
the government has been making attempts to encour- 
age societies for these purposes to help the small 
fatmers secure the same facilities as are available to 
the big landowners. 

With the growing political consciousness of the 
workers the desire of the co-operators to enter politics 
became very keen. The question was first raised by 
William Maxwell in his Presidential address to the 
Perth Congress in 1897. It became a controversial 
subject in the following years and no decisive step was 
taken until 1917 when at the Swansea Congress a Co- 
operative Parliamentary Representative Committee 
was set up. This body succeeded in establishing a 
Co-operative Party in 1920. In 1926 there were five 
members in the Parliament representing the party. 
But as the interests of this party were identical in 
many respects with those of the Labour Party, after 
long debates, a working agreement was signed between 
th^ two parties in 1927. Thus co-operators work with 
labour representatives on political issues that face 
them in the Parliament. 

Ever since its inception the movement has paid 
great attention to education. A part of the funds of 
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the societies are devoted to it. When, however, tift* 
state shouldered the burden of education, the co- 
operators gave less attention to it. The number of 
workers in the productive co-operative societies to-day 
has become large and hence recently attention jS also 
being paid to their welfare. 

The C^owth of the Socialist Movement 
The social structure which came into existence in 
Europe after the third quarter of the eighteenth cen- 
tury was a product of the French ideas and Jlie* Eng- 
lish technique. The French revolution of 1789 ushered 
in an era of individualism which spread, in the course 
of time, from France to other countries. By laying 
stress on the rights of the individual it brought about 
the disintegration of the old society base^ on the 
prevalence of custom and status. Old ties, social and 
economic, vanished. The ideal of the reformers ’of 
thi.s period was to build a society in which the indivi- 
dual had the maximum of freedom in his social, 
economic and political activities with the minimum of 
interference from either other individuals or the state. 
The classical economists also supported the new ideal 
by preaching that if man was left free, his activities 
guided by “ enlightened self-interest ’* would lead not 
only to his prosperity but the prosperity nations and 
the world. In short it would achieve the greatest 
good of the greatest number. The state in many 
countries, therefore, was led to adopt, as the custodian 
of the interests of the nation, a policy of laissez-faire, 
i.e., let things alone, leaving the individual to fashion 
his own life as best as he could guided by his self- 
interest and reason. A new society based on selfish- 
ness came into existence in the European countries. 

The second factor in the evolution of the European 
society was the English technique. Th Industrial 
Revolution in England gave rise to capitalism in a new 
form and created many social and economic,probleni8. 
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r %hile it brought prosperity to England and then to 
' other countries, as the new means of production came 
to centre in the hands of a few individuals, the bulk 
of popul^ion was turned into an army of wage-earners 
without any proprietorship in land or machines, the 
instruments of production. The wealth of the former 
class continued to grow but the labouring classes whose 
wages did not increase proportionately always lived a 
miserable life and were haunted with the fear of 
unemployment. As said in the previous chapters, the 
conditions of work and life were such that merely 
anim'al needs were satisfied. There was also verj 
little chance for a worker to rise to the position of a 
captain of industry. The relations of workers and 
employers were in no way cordial. It was no wonder, 
therefoi'e, that these econoiAic differences between the 
two classes became so glaringly distinctive that the 
society began to be looked upon as consisting of two 
separate classes, the capitalists and the proletariat. 
To all these changes the state took an attitude of an 
onlooker. 

These social and economic developments led to 
heart searching amongst thinkers. All of them agreed 
that all was not well with the existing order of things. 
A group of such leaders felt that there was nothing 
fundamentally wrong with capitalism but that it 
required to be reformed to increase its usefulness to 
community. Hence an attempt was made by the 
government guided by them to pass factory acts, per- 
mit trade unionism, improve housing conditions and 
give free education. In short it attempted M:o establish 
welfare capitalism. But this did not satisfy those 
who believed that capitalism was basically wrong and 
it could never lead to the well-being of the masses. 
They, therefore, insisted that it should be swept away 
and the basis of the society should be remodelled. 
The solution which they proposed was socialism. 

17 
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The term socialism became current in the econcH' 
mic terminology after it was loosely used for some 
time in the early co-operators’ congresses. It is diffi- 
cult to give an accurate and precise definition of the 
term because it has been used by many persons in 
d'iferent senses. Yet all of them agree that the pre- 
sent system of private property, enterprise, profits, 
interest and rent should be replaced by collective 
ownership of the instruments of production. PYorn 
this common measure of agreement attempts ’have 
been made to give fairly acceptable definitions of 
socialism. John Stuart Mill defines it by saying that 
“ What is characteristic of socialism is the joint 
ownership by all the members of the community of 
the instruments and means of production, which 
carries with it the consequence that the division of 
all the produce among the body of owners must b^ a 
public act performed according to the rules laid down 
by the community Prof. Ely says that the results 
of the analysis of socialism may be brought together 
in a definition which would read somewhat as follows : 

“ Socialism is that contemplated system ,of industrial 
society which proposes the abolition of private pro- 
perty in the great material instruments of production, 
and the substitution therefor of collective property ; 
and advocates the collective m>-inagement of produc- 
t'on, together with the distribution of social income 
bv society, and private property in the larger propor- 
tion of this income ”. * The fundamental character 
of socialism consists ”, says Maurice Dobb, in its 
abolition of the class relation which forms the basis 
of capitalist production through the expropriation of 
the propertied class and the socialisation of land and 
capital From these definitions it becomes possible 

* Ogg & Sharp Economic Development of Modern Europe, 
p. 462. 

* Maurice Dobb : Political Economy & Capitalism, p. 273. 
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to sum up the chief characteristics of socialism. First- 
ly, it proposes to abolish private property which forms 
the basis of the present capitalist society. It does not, 
however, mean that individuals will not be allowed to 
keep their personal belongings. What is aimed at is 
that the instruments of production and distribution 
like land, factories, railways, etc., and all other forms 
of private wealth which may give rise to “ unearned 
increment ” should be withdrawn from private hands. 
SecoV.dly, these instruments should be vested in the 
state with a view to common enjoyment of their fruits 
by the members of the community. Thirdly, as 
required by such a state every individual shall con- 
tribute his labour to the community’s production. 
The labour so contributed may be manual or intellec- 
tual. There would be, however, no place for the 
leisure class in such a community. If these funda- 
mental changes were introduced they would establish 
a new relationship between land and capital on the 
one hand and labouf on the other. 

As regards the methods of achieving this social 
change there is much disagreement amongst the 
socialists. The school of thought led by Karl Marx 
beLeves that the new order cannot be established 
without a revolution because any attempt to suppress 
the power of one class to exploit the other by com- 
pulsory socialisation of land and capital would be 
resisted by such a class. The propertied classes would 
never surrender their power unless they are compelled 
to do so. The communist manifesto published in 1847, 
therefore, gives its watch-word to the workers : 
“ Workers of the world unite ; you have nothing to 
lose but your chains, you have a world to win”. 
Karl Marx who was a Prussian Jew born in 1818 came 
to England in 1848 after being persecuted by the 
Prussian government. He remained there until his 
death. His great contribution to the socialist thought 
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is the book which he wrote under the title ‘ Capital * 
The influence of Marx in his life time and even after 
his death was great. There are others who believe 
that the end in view could be achieved by, peaceful 
jneans though slowly. As is evident from the sub- 
sequent growth of socialism, the younger generations 
in all the countries were greatly influenced by the 
Marxian thought. 

In England though a school of radicals existed in 
the last quarter of the eighteenth century, its activi- 
ties were mainly directed to parliamentary reform. 
The preaching of socialism really began with Robert 
Owen (1771-1858). As the Napoleonic wars came to 
an end, the economic conditions in the country took 
a serious turn for the workers. Wages fell ; unemploy- 
ment was threatened ; and the cost of living rosfe. 
Attributing their sufferings to machinery, workers 
started rioting and breaking machinery. Robert 
Owen, himself a manufacturer, saw m this outbreak, 
of labour unrest the inevitable struggle of workers 
with employers in a system based on capitalism. To 
him it became clear that the conditions of workers 
required to be improved. With this end in view he 
tried many experiments which marked the beginning 
of socialism in England. One of such experiments 
which he tried was at New Lanark on the Clyde in 
Scotland. Here he attempted to set up a community 
which worked with the ideal of service rather than 
profit. It was managed on a democratic basis with 
equality of opportunity for all the members. It looked 
after the aged and the sick and provided free educa- 
tion to all. There were to be no individual saving and 
no idlers. In 1813 in the essay published under ^he 
title, A New View of Society, he put forward his 
ideas. He pleaded for the improvement of environ- 
ment which definitely influences human character and 
for putting a check to profit motive, which so long as 
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it was given free rein, would leave the workers in 
miserable condition. In the later pamphlets published 
by him, he advocated the establishment otBo-operative 
communities as a solution of the existing evils. Gra- 
dually, however, his ideas drifted towards communism 
and he demanded the abolition of profits, speculation, 
money and nearly the whole machinery of exchange. 
He tried some of his experiments in America also. 
But nearly all his experiments failed because of his 
failure to turn the course of human nature and lack of 
help from others after the death of those philanthro- 
pists who had supported him in the beginning. In 
1835 he made an attempt to form an Association ctf 
All Classes of All Nations without any conspicuous 
success. Though Owen’s experiments failed, he made 
a. great (Contribution to human progress. The proper- 
tied classes were awakened to the gravity of unchecked 
progress of capitalism without amelioration of work- 
ers’ conditions and the radicals were set thinking 
•about plans of permanent social improvement. His 
greatest contributions, however, is the idea of co- 
operation which to-day has flowered into a net-work 
of co-operative enterprises in many countries. 

Aftiir the failure of Owen’s experiments, for some 
time workers’ attention was directed to political 
reform. Th Reform Act of 1832 had come as a great 
disappointment to them as the new franchise being 
limited in scope did not confer any rights on the bulk 
of workers. The Chartist movement was born of this 
disappointment and was directed towards govern- 
mental reform. Like trade unionism, socialism did 
not make any progress in England until the final 
failure of Chartism in 1848. 

About this time a group of leaders started agita- 
tion for social reform by denouncing the laissez-faire 
doctrine as preached by Cobden and Bright and by the 
applicati<)n of the techings of theology to social pro- 
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blems. The founders of this movement were Denis<Jfi 
Maurice, Charles Kingsley, Thomas Huges and John M. 
Ludlow. The movement came to be known as 
Christian Socialism. The Christian Socialists did not 
succeed in putting forward a clear programme. Tihey 
were, however, opposed to materialism which charac- 
terised the early socialist movement. 

In the second half of the nineteenth century, in 
spite of The growing influence of the laissez-faire doc- 
trine, the government introduced many social reforms 
in the economic field. The country also prospered 
with the growth of industries. The franchise was 
extended to a large portion of the urban population 
after the Reform Act of 1867. The workers’ organisa- 
tions, trade union as well as co-operative, increased in 
number and strength. In these conditions, Vith the 
conservafsm of spirit which characterises the English 
people, the workers’ revolutionary fervour lost some 
of its heat with the passage of time. From among 
them those who did not want revolution joined the' 
ranks of trade unionists. All the early socialist 
movements had either died out or had become de- 
funct. But this period could be regarded as a lull 
before renewed activity. This period has been, there- 
fore, described by saying that “ Hitherto the people 
had ideals without organisation ; now they were 
creating organisation whose chief defect was a lack 
of ideals. 

The socialist movement which had received a set- 
back for sometime showed signs of revival after 1880. 
In the last quarter of the nineteenth century England 
passed through serious effects of recurring trade cycles. 
On a number of occasions, the workers’ organizations 
had come out successful in their fight with employers 

• Ogg and Sharp, Economic Development of Modern Europe^ 

p. 182 . 
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j&d this success had created faith in them in their 
growing effective strength. The spread of education 
anri the extension of press had created enlightenment 
among tljpm. The socialist movement on the conti- 
nent also had demonstrated great energy. It was, 
therefore, but natural that a renewed interest should 
be shown in England in the movement for social 
revolution. The second phase of the English socialist 
movement started with the establishment of the 
Democratic Federation at London in 1880. It came 
to be known later as the Social Democratic Party. 
Its leaders were William Morris, John Burns, Tom 
Mnnn and Hyndeman. Splits occurred in its ranks 
quite early in its career. The right-wing members 
reorganized themselves under the name of the Social 
Democraftc Federation and* abided by the Marxian 
programme. It conducted two papers. Justice (a 
weekly) and the Social Democrat (a monthly). Be- 
cause of its revolutionary programme, at no time its 
membership was very large. 

The second socialist party which was born in this 
period was the Fabian Society established in 1883 
mainly bjr men of letters. Among them were Sidney 
Webb, George Bernard Shaw, Graham Wallas and 
many others. They believed in the use of peaceful 
methods in socialist agitation. Hence they were dub- 
bed as arm-chair socialists. Their contribution to 
socialist literature has been considerable. Their ap- 
peal was mainly to the middle and upper classes. 
The views of the Fabians were put forward through 
the columns of the New Statesman founded in 1914. 

Though these fresh beginnings in the socialist 
organization were welcome signs of the revival of the 
movenaent, the workers as a whole did not show any 
enthusiasm until the Independent Labour Party was 
formed in 1893 under the leadership of Keir Hardie. 
One of its^ declared aims was to bring about “ collective 



144 Modern Economic Development 

ownership and control of the means of production, 
distribution and exchange Thus its programme was 
socialistic and to carry it to the masses it made a wide 
use of the press. Among many of its joigrnals, the 
Labour Leader (a weekly) and the Socialist Review (a 
quarterly) were prominent. Probably because its 
programme was too radical, the Trade Union Con- 
gress ^id not give it its recognition until 1898. For 
the same reason its appeal to the orthodox section of 
labour was not very effective and after 1900 a separate 
organization, the Labour Party was started with a 
non-socialist programme. Gradually it also showed 
its inclination towards socialism as may be seen from 
a resolution passed in 1907 demanding the “ socialisa- 
tion of the means of production, distribution, and 
exchange to be controlled in a democratic state in 
the interests of the entire community, and the com- 
plete emancipation of labour from the domination of 
capitalism and landlordism, with the establishment of 
social and economic equality for the sexes ” The 
Labour Party, therefore, became identified with social 
reform envisaged by socialists and continued to hold 
an important position in the English socialist move- 
ment. 

Before the Great War, therefore, the socialist 
movement had taken roots in England. The growing 
volume of socialist thought and influence had its effect 
on the activities of the state. Factory, sanitary and 
social insurance legislation rapidly multiplied from 
decade to decade. In the sphere of local government 
also many undertakings were started for the improve- 
ment of the conditions of the masses. But the socialist 
movement was not soundly organized as in Germany. 
Its members generally believed in the evolutionary 
x'ather than revolutionary methods. Hence they 
favoured political activities to achieve their ends and 
the success of the movement, therefore, was gauged 
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fcy the representation it secured in the Parliament. 

When the war broke out the pacifist ideals of the 
workers’ organizations were put to test. In the inte- 
rest of the nation, however, the labourers threw their 
weight on the side of the government. They were in 
fact represented in the cabinet after the coalition 
government was formed in 1915. The Independent 
Labour Party, however, true to its creed, riknained 
opposed to the war. When the war ended the political 
truce between the government and the labour came 
to end and the Labour Party started on its career of 
achieving political strength. In a pamphlet published 
in 1918 it set forward its revised aims for social reform. 
Stated briefly they advocated (a) a national minimum 
wage, (b) democratic control of industry with im- 
mediate ’nationalisation of ^railways, mines and elec- 
tnicity enterprise and (c) the use of the surplus 
revenue derived from nationalisation and additional 
taxation of the rich for the common good. These pro- 
posals could not be regarded as radical and were in 
keeping with, the general tone of the Labour Party’s 
policy. 

The Parliamentary strength of the party continued 
to grow after the war was over and in 1924 it succeeded 
in forming the government when the Baldwin ministry 
faded on the issue of protection. In remained in 
office for ten months only and was unable to give 
effect to any of its party programme. Its only achieve- 
ment was in relieving trade of many restrictions 
during the war but continued after it. After this 
political success, though short-lived, the general body 
of workers again attempted direct action by calling a 
general strike in 1926 in sympathy with the coal 
miners. It was an ignominious failure. The work- 
ers once again returned to parliamentary methods 
and the strength of the Labour Party increased. 
After the general election in 1929 it formed the second 
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labour government. It remained in office for twS" 
years but was unable to achieve any lasting social 
reform. It could not even repeal the Trade Disputes 
Act of 1927. Much was expected of the labour govern- 
ment, and the resulting disappointment was great. 
In the last ten years, therefore, its following has 
sufiSfl^ in strength. 

The explanation for the lukewarm support to the 
party lies in the improvement of the economic position 
of the workers in the last half a century and the innate 
conservatism of an average Englishman. G. D. H. 
Cole explains the lack of a strong support to the 
Labour Party m the following words : “ It ( the 
standard of living ) is on the whole, except for the 
W’orkers in the depressed areas and industries, better 
than it has been in the past and there is a disposition 
among the electors who are not to any extent political- 
ly minded to base their politics, when they are called 
upon to vote, rather on the desire to keep things as 
they are than on the hope of changing them .for the 
better”. With this attitude of the general worker it 
is no wonder that many persons in England do not 
think that socialism would be attained in their life- 
time. England has not been and may not be, unless 
the national character and thought change fundament- 
ally, a country of a strong socialist movement. 

What has been said so far rA?fers mainly to the 
socialist movement on the evolutionary lines. The 
influence of Marxian socialism was not, however, 
completely absent in England. It is not possible to 
make a more than passing reference to movements 
which originated in England with revolutionary 
methods. Before the Great War one of such mefVe- 
ments was started on syndicalist lines by Torn Mann 
among the Welsh miners. He organized a number of 
strikes but without much success. Another Jpre-wnr 
attempt was made by a group of intellectuals to 
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organize a movement on the lines of guild-socialism. 
They proposed to create as it were two separate state 
organizations in a community. One of them, the 
guild org;anization was to be in complete charge of the 
industries ; the other, the political state, was to be 
entrusted with the general matters like education, 
justice and foreign affairs. There was, however^Hgiuch 
disagreement amongst its supporters as ter which 
should be the ultimate sovereign authority. In 1915 
guild socialists formed the National Guilds League to 
create a solid front of the workers by the amalgama- 
tion x)f trade unions. Subsequently splits occurred in 
its ranks and the movement could not achieve afiy 
substantial results. In 1920 the British Communist 
Party was also started with a small following. It has 
abided since then by the Marxian faith. Besides 
these there have been other attempts to organize 
movements on Marxian lines. But for the reasons 
already indicated none of them progressed beyond the 
initial stage. 


Chapter IX 

THE POST-WAR PROBLEMS 

All wars have two-fold effect on the economic 
development of affected eountries. They have a 
positive effect in the direction of improving technical 
efficiency and the establishment of new industries, 
and, a negative effect involving, apart from the direct 
destruction of wealth, the dislocation of normal work- 
ing of the economic and social machinery. To restore 
it^at the end of the war to peace-basis requires great 
efforts and in spite of them many irreparable conse- 
quences may leave their permanent effects on the 
future 'pf a country. England passed through all these 
experier\pes in the last Great War. 
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The understanding of the* post-war economi^^ 
problems of England will be facilitated by a broad 
review of the, trend of world economic conditions after 
the war. The post-war years for this purpose can be 
conveniently divided into four periods : ^^^ ^the years 
1919-20 were marked with a short-lived Boom. There 
was a rapid rise in prices and wages and a high level 
of industrial activity was noticed in those countries 
which were less seriously affected by the war 
the boom was followed by a sharp recession in jirices 
and output which continued for a period of three to 
four years ; (3) it was followed by great efforts on the 
part of the belligerents to rehabilitate their economic 
systems. In most cases this took the form of insulat- 
ing the economic systems by means of high tariff 
barriers ; (4) between 1925-28, the currencies wer^ 
stabilised and in many countries stable economic 
conditions were restored. Gold standard in some form 
or the other was restored, an equilibrium in prices 
and costs was brought about and the flow of interna- 
tional capital from the creditor to the debtor countries 
was revived though not in the same form and on the 
same scale as before the war. Though England shared 
with other countries the boom and the depression, in 
the return of prosperity she was unfortunate. 
y In England like other countries the war led to 
: great financial dislocation. Before the war, the laxa- 
I tion of the people could not be said to be unbearably 
high. In 1913-14, the government collected by way of 
central and local taxation 11.2 per cent, of the in- 
comes ; the relative percentages in the U.S.A. and 
^ France were 6.4 and 13.3. When the war came, the 
"necessary finance was raised by the imposition ^of 
heavjf taxes and by raising loans. As the national 
debt increased, further taxation was required to make 
payment of interest due on it. Income-tax was raised 
from the pre-war level of Is. 2d. to 6s. in tlje pound 
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"ftiough it was reduced after the war ended, the 
reduction was not substantial. Many other taxes also 
were introduced to find revenue for war finance. In- 
the post-yar period, therefore, the resulting burden ' 
w^ felt. to be too heavy. In 1923-M, the percentage 
of incomes collected by way of taxes^ amounted to 23.2 
of the incomes. The relative percentages in the U.S.A. 
and France, however, remained 11.5 and 16.6. This 
burden of taxation has created a serious problem for 
the export industries which have to maintain their 
costs of production on the competitive level. 

The second problem in the financial field resulted 
from the mwftable effects of inflation which the gov- 
ernment had to resort to for the purpose of meeting 
the expenses of a costly war. The government virtual- 
ly left the gold standard dufing the war, stimulated the 
is^e of paper money and the increase of bank depo- 
sits. Prices rose, wages increased and the govern- 
.ment was caught in a spiral of inflation. Other 
countries also experienced the same conditions as may 
be seen from the rise in the price levels in different 
countries. TJie rise in the wholesale prices between 
1913 and 1919 was 136 p. c. in England, 227 p. c. in 
France, 315 p. c. in Germany, 108 p. c. in the U.S.A. 
and 250 p. c. in Italy. The depreciation of the pound 
sterling, however, was not fully apparent as the 
dollar-sterling rate was pegged for the duration of the 
war and internal prices were controlled by the gov- 
ernment. When the peg was removed the cross ral^^ 
fell to 3.18 in February 1920. Inflation could not be 
iinmediately checked. The price level continued to 
rise. The British Board of Trade wholesale index 
number rose from 229 (1913 = 100) in 1918 to 254 in 
1919 and 315 in 1920. Consec[uently the cost of living 
index also rose, The exchange fluctuations and rising 
prices created a serious problem for the foreign trade 
of Englanjd. 
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It was in the interest of England to return to thft'^ 
golfl standard in the absence of alternatives because of 
» her extensive foreign trade and the dependence of the 
-i country on the supply of food from foreign countries. 
From 1922 the government resorted to deviation of 
currency. Tne price level dropped from 315 in 1920 
to 161.9 in April 1925. The exchange also rose from 
$3.20 in February 1920 to $4.71 in April 1925. At this 
juncture a great controversy VageH in England as to 
whether or not she should return to pre-war ptirity. 
Devaluation of the pound sterling was advocated 
because it would have lightened the burden of national 
debt, facilitated their payment to the U.S.A. and made 
adjustment of cost-price structure easy. Even on 
comparing the price levels in England and the U.S.A. 
the return to pre-war parity was not warranted. The 
immediate restoration of the gold standard would 
have led to its over-valuation by about 10 p. c. and 
serious effects on foreign trade. The government, 
however, hastily decided to restore the gold standard’ 
on the pre-war parity largely through its conservatism. 
The effects of this restoration on the export industries 
and foreign trade were, as expected, serious. 

The foreign trade of England ' in the post-war 
period gave much cause for anxiety. In the immediate 
post-war years the boom in pric^^s was reflected in the 
value of imports and exports. This is evident from 
the following figures ; 

Net Imports Net Exports 
, (£ millions) 


1919 9626 963 

1920 1932 1557 . 

1921 1085 810 

1922 1003 823 

1923 1096 885 

1924 1277 940 

1925 1320 927 
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But these figures give a. false picture of the 
position. If adjustment is made for the change in. 
prices or value of money, the export trade shows a 
serious fall. After necessary adjustment is made and 
the adjusted figures are related to the level of import 
and export trade in 1913, the serious nature of Eng- 
land’s foreign trade would be revealed. The index of 
adjusted figures would appear thus : 



Net Imports 

Net Exports 

1913 

100 

100 

1919 

90 

55 

1920 

88 

71 

1«21 

74 . 

50 

1922 

87 

69 

1923 

95 

75 

1924 

106 

76 


Even if the invisible exports were taken into con- 
sideration, the gap between the debits and credits of 
the country w^as widening. Its chief cause lay in the 
declining export trade. It is true that the position of 
other countries in these years was equally unsatisfac- 
tory. But it was no consolation to England. In the 
case of England faU in the expor t trade meant disaster 
while in the case of other countries^ it meant inerely a 
check to their prosperity. In 1925 when the gold 
standard was restored, it was expected, at least in the 
government circles that the trade position of England 
would show improvement by the restoration of stable 
coriSitions in other countries which were supposed to 
take the lead given by England in the stabilisation of 
their financial position. As will be seen from the 
following figures of the credit balance of trade, these 
hopes we»e not realised before the crisis of 1931 : 



152 Modern Economic Development 

Credit Balance in Favour of England. 



£ millions 

1913 

181 

1925 

54 

1926 

—7 

1927 

96 

1928 

137 

1929 

88 

1930 

33 

1931 

—145 


This serious decline in the export trade was main- 
ly due to three causes : 1) decline m the purchasing 
power of the people in many countries ; (2) growth of 
local manufactures ; and (3) displacement (5 English 
imports by goods from some other sources. As far as 
the first cause is concerned, it worked actively in the 
immediate post-war years when the countries which 
were directly or indirectly affected by the war were 
left in an impoverished condition. The second cause 
had more permanent results. Those countries which 
were unable to import many goods from outside dur- 
ing the war made an attempt to set up their industries. 
Th-S was done not only by foreign countries but even 
by the dependencies of England. After the war was 
over these countries sheltered their industries by giv- 
ing them privileges, concessions and subsidies, and by 
the introduction of tariff and a system of import 
licensing. Further some of these newly industrialised 
countries gave a serious competition to England and 
made many inroads into her former markets. One of 
the most serious competitors was Japan. England was 
unaTile to meet the competition because of the rigidity 
of her cost structure and the difficulties of rationalis- 
ing her industries. The decline in her trade wa^ also 
caused by the depression in agricultural countries 
which were among her chief markets and’"'By""1Ehe 
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change in the nature of demand. England’s supre- 
fiiacy depended on her industries manufacturing pro- 
ducers’ goods but in the post-war period an increasing 
proportiQp of consumers’ income was spent on con- 
sumers’ goods for the production of which the foreign 
countries like the United States of America and Japan 
wer'fe; better suited. As a consequence of all these 
factors, England’s share of world trade declined to 
12.94 p. c. in 1924 and 10.76 p. c. in 1929. 

As seen in a previous chapter, the effect of the 
decline of trade was very serious on the export indus- 
tries.' Among them the industries which were affected 
’fHe'most were the textile, iron and steel, coal and ship- 
- building. Between 1913 and 1929 their exports 
declined by 37 p. c., 12 p. c., 18 p. c. and 19 p. c. respec- 
tively. Consequently their production was reduced 
and the number of workers employed in them declined. 
The percentage of the number of workers engaged in 
them to total workers which was 44 in 1907 declined 
'to 25 in 1930. Consequently the percentage of the 
unemployed insured workers to total insured workers 
rose from 6.4 in 1921 to 12.2 m 1930. 

An analysis of the causes of this industrial decline 
shows that there were five factors which were working 
adversely. They are the ; (IX high manufacturing 
costs, (2) monetary policy of the goverimrent, (3) in- 
feriority of OBg^nization and equipment, (4) atti- 
tude of the employers to urgent changes in manage- 
ment and organization and lastly (5) the attitude 
of labour. These five factors are not exclusive 
blit overlap each other. To explain them briefly, it 
may be pointed out that though there was some im- 
provement in efficiency during the war period, and 
thou^ separatism and traditionalism of the old 
fashioned manufacturer were broken down, there wa.s 
no fundamental change in the character of English 
industry. , In matters of management, equipment 
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research and marketing the attitude of the manuf^P* 
turers showed great indifference. The haste witti 
which the government restored the gold standard and 
the subsequent deflation undertaken to m|iintam it 
.affected industries very adversely. The position be- 
came very serious because of the obstructionist attitude 
taken up by labour with a strong trade union organiza- 
tion behind them. The position would become clear 
from the result of labour disputes in the immediate 
post-vrar period. Between 1906 and 1913 the ’ total 
number of working days lost from labour disputes was 
89.3 millions ; the same figure for the period 1919-192S 
was 357 millions. Moreover after the gold standard 
was restored, between 1925 and 1930, while the whole- 
sale and retail prices fell by 30 and 11 per cent, 
respectively, the wages fell by only 2 per cent. 

One of the most serious problems which England 
had to face in the post-war period was the unemplov- 
ment of workers. The matter became almost a grave 
national issue with the additional burden of finding 
work for those who v/ere demobilised. Any attempt 
to find work for the unemployed was frustrated by the 
immobility of labour and the rigidity of wages. The 
unemployment insurance scheme, as said before, was 
put to its test and was found wanting. Its funds 
could not cope with expenses ar^d by 1930 heavy debts 
were incurred by it. 

In this state of affairs, it was necessary for the 
‘English Industries to rationalise and combine. As 
pointed out previously attempts in this direction were ' 
'made but whhout much success. The main obstacle 
in the vray of carrying out these schemes was whether 
other countries would obstruct the revival of’ English 
^export trade by raising tariffs. Though during and 
after the war many duties were imposed on imports 
into England, she was still a free-trade country. At 
the International Economic Conference,, held in 
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':^|eneva in 1927, she took the lead to press on others 
Ijfe need for reducing tarilis. She had already paved 
the way for it by the Anglo-German commercial r- 
treaty of 1924 in which both ~the“ countries agreed to \ 
remove 311 prohibitions and restrictions on trade. As 7 
a result of discussions at the conference a convention 
was drawn up known as the Abolition of Import and ' 
Export Restrictions and Prohibitions Convention and 
was signed by Great Britain, U.S.A., Holland, Japan, " 
Porfngal, * Sweden, and Denmark in 1927. But the i 
spirit of the convention was not observed by the sig-.^^. 
natoiTies and the tendency of European tariffs was to go^* 
up^wards. On the level of tariffs prevailing in 1925, ' 
by 1929 ther& was an increase of 129 p. c. in Germany, 
212 p. c. in Holland and 167 p. c. in Denmark. Eng- 
land, therefore, had no other course left but to revise 
hgr fiscal policy after the crisis of J931. 

In the post-war years a great progress was made 
in social services. The health insurance introduced/' 
•In. 1911 worked satisfactorily." Under the influence of ' 
the growng political pressure of labour, the unemploy-- 
ment benefits were extended. After the war housing 
was included in social .services and Housing Acts were 
passed by which the government encouraged the 
house building activity by government grants, by loans 
by local or municipal authorities or by country enter- 
prise. In 1918 the Ministry of Health was established 
to combine under one control the functions then scat- 
tered among many and often overlapping bod es. 
Recently there has been a great improvement in the 
conditions of health and the death rate has gone down. 

The Crisis of 1931 and After 

• The economic deterioration of England in the 
post-war period reached its climax in 1931. After thi' 
Wall Street crisis of 1929 and the depression which set 
in "thereafter, the financial position of the country 
became gritical. Added to the adverse trade balance. 
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the withdrawal of funds from England was threatened?^^ 
The gfavily of the internal situation was told by the 
reports “oF ‘the Unemployment Insurance Commission 
arid the Macmillan Committee. In February, 1931, 
Mr. Snowden characterised the situation * in these 
words : I say, with all the seriousness I can com- 
mand, that the national position is grave The 
nervousness which was already prevailing was height- 
ened by the May Report which suggested that unless 
serious economies in social expenditure were imme- 
diately undertaken the country would be heading 
towards bankruptcy. The industrial position in the 
three previous years also deteriorated causing grave 


disquiet. The following 

indices 

show 

that a crisis 

was imminent : — 

(1928= 

100) 

• 


1929 

1930 

1931 . 

Industrial production 

106 

98 

89 

Employment 

102 

98 

94 

Net Exports-value 

103 

89 

74 

Wholesale prices 

97 

85 

74 

When thus the background 

was as it were ready 


for a crisis, the failure of an important A.ustrian bank 
started the economic collapse. Heav> withdrawal of 
gold by foreign countries made the maintenance of 
the gold standard difficult. On the issue of drastic 
economies in the expenditure on social services, in 
September, 1931, the Labour Government resigned 
and a National Government was formed. On the 21st 
September of the same year, England left the gold 
standard after great efforts were made to maintain it 
even by borrowing from outside. The country was 
consequently thrown in the grip of a great depression. 
In the general election held in October a National 
Government with a large Conservative majority was 
returned and it directed its attention to the measures 
necessary for recovery. 
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first inwortant step taken by this government 
dominatecTTby Conservatives was, as already pointed 
out previously, to deliver the final blow to the crumb- 
ling edifipe of free trade policy. By_ a number of 
emergency Acts protection was given to the industries 
of "England. The idea' of ' Imperial Preference was 
itso accepted and an ImperiSl “Economic Conference 
wa^eld at Ottawa in 1932. Agreements were signed 
there between the Empire countries by exchange of 
concessions with the ultimate so-called ideal of Empire 

self-sufficiency. 

* 

The protection which England introduced in 193*1 
was used also for entering into a number of trade 
agreements. These were mostly with the countries of 
the sterling block, the Scandinavian countries, Argen- 
tina, and Egypt. It is not possible to mention all the 
derailed terms of these agreements, but broadly stated 
the principles underlying them were .to give con- 
.sideration to the home industries first, then to the 
Empire producers and finally to the foreign competi- 
tors in the English market. The other factors which 
had their influence on the nature of these agreements 
were : (1) the bargaining power of England, (21 the 
political and strategic importance of the bargaining 
country, ,(3) the interests of the different areas and 
industries in England which may be affected by them 
and finally, (41 the need for facilitating the payment 
of interest on the loans by England to m.any countri<^s 
in the previous decades. 

The monetary poliev of the country also was 
directed with a view to regain the ground lost in the 
peiiod after the stabilisation of the pound. The pound 
sterling was allowed to depreciate for a while with 
the result that the export industries received for a 
while an advantage in those countries which were 
on the gold standard. It was expected that this policy 
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would bring about an expansion of exports and M- 
reduction in the unemployment. But th.s hope was 
not fulfilled, as soon after England left the gold stand- 
ard other countries followed her example. Sweden, 
Norway, Denmark, Japan, U.S.A. and mdny other 
countries left the gold standard. By 1936 nearly the 
whole world had abandoned it. To avoid, therefore, 
serious fluctuation in the exchange value of the pound 
sterling, in 1932 it was decided to control exchange 
and ’for this purpose the Exchange Equalisation Fund 
was established. This lead of England was taken up 
by other countries like France, U.S.A. and Holland. 
In 1936 after France left the gold standard, a tripartite 
agreement was signed between France, England and 
U.S.A. with a view to permit the flow of gold between 
these countries on government account. Thos in the 
last decade currency has been managed very elabora- 
tely and the new technique has proved very useful to 
England in her efforts to improve her export trade 
and to adjust the balance of payments. 

Simultaneously with these steps to improve her 
external position, England had to give attention to the 
improvement of her internal conditions. Agriculture 
was in a desperate position because oi the competition 
of imported grain. The farmers demanded protection 
but it would have been an unpopular measure. More- 
over when the government was elected it had given 
a pledge not to tax the people’s food. The policy of 
the government, therefore, was to give relief to' the 
farmers by introducing marketing schemes, subsides, 
levies and where absolutely necessary, taxation. By 
the Agricultural Marketing Act of 1931 the Minister 
of Agriculture was given power to introduce market- 
ing schemes for certain products if two-thirds of their 
producers gave assent to such schemes. If two-thirds 
of the producers agreed then the scheme would become 
obligatory and the marketing of the produce, would be 
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looked after by a Marketing Board. In 1932, a second 
Agricultural Marketing Act was passed and power 
was given to the Board of Trade to restrict the import 
of those products to which marketing schemes were 
applied by fn'OanS of t^uotas. In pursuance of this 
pdRcy a number of marketing schemes for a variety 
of agricultural and dairy produce have been intro- 
duced. As far as wheat is concerned, by the Wheat 
Act of 1932 the home product was guaranteed a price 
of 45s. a quarter and the difference between the actual 
price and the guaranteed price was to be realised by 
a leVy on all wheat flour. Farmers have takqn 
advantage of this scheme and the wheat production 
in England has increased in the past few years. The 
government also subsidised the beet-sugar industry to 
encourage cultivation of Sugar beet. The acreage 
under sugar beet increased from 386 in 1916 to 396,500 
in 1934. 

The agricultural policy adopted since 1931 was 
■forced not only by the immediate difficulties of the 
farmers but by the ultimate object of making England, 
as far as pog^ible, self-sufficient in regard to her food. 
Speaking about the new policy the Minister of Agri- 
culture, Mr. Elliot, said : “ The policy of quantitative 
regulation of supplies is not merely an expedient for 
meeting a crisis. It has come to stay. We may do ill 
. or well, but we are sincerely tackling a very great 
problem. If fortune smiles on us, we shall have done 
something really great. If we fail, we have tried.” 

It has been already stated that the ^nglisb indus- 
tries suffered the most during the depression. In 
addltidh to giving them protection, the government 
encouraged and in some cases initiated reforms in 
^organization and manufacturing processes. As a 
reierence has been made to the government action in 
the case of staple industries, there is no need to discuss 
it here again. 
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; ' During the depression, the number of the 
employed persons increased to a disquieting figure. 
The number of the registered unemployed persons 
in different vears was as follows : . 


21 

Dec., 

1931 

2.5 millions. 

19 

Dec., 

1932 

2.7 

18 

Dec., 

1933 

2.2 

17 

Dec., 

1934 

2.0 

16 

Dec., 

1935 

1.8 

The 

result of 

this large unemployment 


the Unemployment Insurance Scheme was put' to a 
severe trial. Many adjustments in rates had to be 
made. Further because of a large number of the 
unemployed who might not be able to secure work as a 
re.sult of the decline of industries and who might have 
exhausted their statutory benefits, transitional benefits 
had to be introduced. From 1934 however the posi- 
tion of the fund improved and normal benefits were 
resorted. * In 1936 again revised regulations were 
.ntroduced by which the basic rates were fixed at : 
16|- for a householder if a man ; 15|- if a, women ; 241- 
for a householder and his wife jointly ; lOi- for an adult 
member of the household ; 15|- for an adult boarder or 
lodeer In 1935 the rate of benefit for dependent 
children was fixed at 31-. Discretionary powers are 
given to the Labour Minister to reduce or increase the 
,, rates in those areas where exceptional rents or other 
, circumstances prevail. A Means Test is applied to 
^^ssess the unemployment assistance needed. 

' ‘ One of the most serious aspects of the unemploy- 
ment in the post-war period has been the. uneven 
distribution of the unemployed workers in the differ- 
ent areas. There were certain areas in which indus- 
tries had permanently declined and the number of the 


* See Chapter VII lor details. 
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Wemployed workers was very large. These areas 
were known as Distressed or Special .^eas. The 
problem of the Special Areas became acute during the 
depression. There were t^ee possibilities of solving 
thfelr pr^lem of Unemployment ; '(1) to transfer the 
u^mplpyed to other areas ; (2) to encourage new 
industries and (3) to revive the old industries. In 
1034, a National Hunger March on London was or- 
ganized by the unemployed. The government could 
no ihore ignore their conditions. In 1934, therefore, 
a Special Areas Act was psissed. Commissioners were 
i^pointed to look after these areas and a fund of £2 
millions vras set aside to give help to the unemployed. 
In 1937, the commissioners were given power to remit 
rent, rates and income-tax to encourage manufacturers 
to start ‘factories in the Special Areas. Between 1934 
and 1937 some improvement was noticed in the condi- 
tion of these areas. The number of the unemployed 
fell from 442,000 to 178,000. But it cannot be said that 
' the problem of the Special Areas has been completely 
solved. 

The foregoing paragraphs have made it clear that 
England was affected a great deal by the last depres- 
sion. By 1936, however, a substantial measure of 
recovery was achieved largely due to a full-blooded 
banking policy. The cheap money polic y accompanied 
byr an open market poUcy had a toniq .eSect on busi- 
ness. The following indices will show the extent of 
rrooyery : 

(1928 = 100) 



1932 

1933 

1934 

1935 

1936 

Industrial production 

88 

94 

105 

112 

121 

Employment 

94 

97 

100 

104 

108 

Net Exports 

50 

51 

55 

59 

61 

Net Imports-value 

61 

58 

63 

65 

73 

Wholesale prices 

72 

72 

75 

76 

80 


so 
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General Profits Index 

(Chain index — 1929 — 100) 

1932 65.2 

1933 60.9 

1934 68.2 

1935 81.5 

1936 98.8 

The recovery from the depression noticeable ^rom 
the above figures was a part of the general recovery in 
the world. Other industrial countries like Germany, 
Japan and the U.S.A. also experienced a substantial 
measure of recovery. From February 1933 to Febru- 
ary 1936 the industrial production in these countries 
increased by 79,49 and 38 per cent, respectively. But 
the League of Nations Survey of Production and 
Prices (1936) pertinently pointed out that this recovery 
was not accompanied by a recovery in the international 
trade. In 1936 it was still 13 y 2 per cent, below the^ 
level of 1929. In many quarters, therefore, anxiety 
was expressed as to whether the recovery would be 
lasting. In 1937, the course of commodity and 
securitv prices showed that the fear was well justi- 
fied. There was a serious slump in prices and 
the Economist writing the 16th October, 1937 under 
the title Slump or Recovery ?” asked whether the 
next depression was waiting round the corner. It 
also pointed out that, according to the figures supplied 
by the Minister of Labour, the number of the un- 
employed was increasing. This recession was also 
experienced by other countries. It, however, did not 
continue for long. The political conditions in the 
world were deteriorating and before long a race -for 
armaments started in the Continental countries. The 
situation was saved, at least temporarily. But the 
world might have to face a more serious depression 
when the war fever is over unless fundamental 
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*changes take place in the structure of world economy, ' 
How the English economy will be affected by it, if at 
all it comes, the future alone will show. 

■s 


Part II 

The United States of America 

Chapter X 

THE PERIOD OF STRUGGLE FOR COMMERCIAL 
AND ECONOMIC INDEPENDENCE 

The* astounding economic progress of the United 
States of America started after the Civil War was over. 
In less than half a century after it, the country attained 
a position of leadership in the world in the production 
■ of agricultural and industrial goods, though older 
countries like England and France were in the field for 
a long period. In the follow.ng chapters an attempt 
would be made to study the extent of economic 
progress and its causes. This chapter, however, 
will be devoted to trace briefly the evolution of colo- 
njes m Northern America to the end of the Civil War. 

. America appeared on the map of the world after 
t Columbus landed there in the last decade of the 
fifteenth century. European emigrants, mainly the 
English, Spanish, French and Dutch went there and 
made settlements. In 1607, the first settlement was 
established at James Town which became the nucleus 
ofrthe present United States of America. Of the four 
important European countries which made such 
attempts at settlement, England alone was succes.sful 
in maintaining the foothold. The English settlements 
were cl^fly along the Atlantic seaboard. The result- 



164 Modem Economic Develofment 

ing supremacy of England came to an end by ’ 

of Independesnce. 

As it should be the main occupation of the early 
settlers was agriculture. Land was availably for the 
mere asking. In the North, the settlers cultivate • 
small farms and produced food necessary for main- 
taining their families. In the South, however, lai:ge 
capital was applied to the production of tobacco, 
indigo and rice, and, therefore, agriculture was 
dominated by wealtfiy farmers. The difference be- 
tween the Northern and Southern agriculture could 
be seen from the size of farms. While the average 
size of a farm in Virginia was 5000 acres, that of one 
in New England was only 100 acres. Down to the 
^volution of 1775, there was little change either in 
the organization or methods of agriculture. The 
cotton cultivation in the South started after the coun- 
try became free and the demand from England became 
continuous and large. The colonists had also started 
a few industries to satisfy their wants. Among them ' 
mention may be made of spinning and weaving, iron- 
smelting, shoe-making, ship-building, lumbering and 
others. Later on paper, glass and pottery industries 
were introduced. The Revolution gave an impetus to 
the growth of these industries, but after the war was 
over, they declined. The de'^^elopment of factory 
industrv. however, started after the end of the 
eighteenth century. 

The immigration of people from Europe and other 
countries, however, was very slow in the beginning. 
There was, therefore, a shortage of labour and to make 
it up indentured labour was imported into the country 
for varying periods and on varying terms. For the 
same reason slaves began to be brought to America 
from Africa and sold there. They were probably 
introduced into America bv the PorJjigGse and the ' 
Spanish ; later on other nationals entered this profit-' 
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ibte business. These slaves were mostly bought by 
■ the planters in the South and by 1760 more than three- 
fourths of the slaves in the country" were in the South. 

The internal means of transport were poor and, 
therefore, trade was limited in scope and distance. 
•Internally the navigable rivers and lakes were used 
for the movement of population and goods. With a 
long coast-line and the ease of oceanic transport, the 
foreign trade of the country was considerable. The 
chief exports were fish, lumber, furs, tobacco, rice, etc. 
The toports mainly consisted of woolly goods, iron, 
wines, etc. The bulk of the toade was with 
England. 

The policy of England in regard to American 
commerce was a subject of great dispute between the 
two countries. When the* settlements were made, 
thfey were granted complete freedom of trade. With 
the rise and advance of the Mercantilist doctrine in 
.England, however, changes occurred in this policy. 
The fir.st breach in the old policy was made in 1624 ('] 
by James I who prohibited the export of American 
tobacco to ary other country but England. But until 
16y the interventionist policy did not show any sign 
of obnoxious interference. The shipping ordinance of 
this year was the first of many measures later on 
introduced to regulate the commerce of America. 
The said measure provided that all products “ of the 
growth, production, or manufacture of Asia, Africa, or 
America or of any part thereof. . . as well of the Eng- . 
lish plantations as others” could be imported into 
England or its dominions only in English built and 
ihglf sH manned vessels. The word English above in- 
ctuaed her colonies. The manifest object of this 
measure was to encourage English shipping. As far 
S£ the colonies were concerned its effect was salutory 
b^ause it led to the development of the ship-building 
ii^ustry in the colonies with the result that by 1J!I® 
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nearly one-third of the English shipping was bjiiilt ..iil 

coiomes. 

But this interference in the carrying trade, which 
then did not arouse great resentment, was^ later on 
extended to include commerce and markets* An Act 
Jiof 1660 provided that the colonies shall reserve com- 
^fmooities not produced in England exclusively for her 
iindustries and merchants ; from time to time the list 
4of such commodities was extended to include un- 
reserved commodities. Those commodities not reserv- 
ed in this manner could be either sold to England or 
other foreign countries. Besides this restriction, 
excepting the corn.. Jaw and other tariff duties, there 
were no impediments to American export trade to 
England. In 1663 an attempt was also made to regu- 
late the import trade of the colonies. An Att of this 
year provided that the colonies could not import com- 
modities from Europe unless they were shipped in 
England and were carried in English-built and 
English -manned ships. Thus both the measures were* 
intended to obstruct the free movement of colonial 
trade and to encourage the importance of England in 
the international trade. Further, in 1J35 prohibitive 
duties were imposed in America on tHe import of 
sugar, molasses and rum from foreign countries with 
5L view to support the sugar Industry in the British 
West Indies in which the English manufacturers had 
an interest. The trade between the different colonies 
also did not escape the attention of the English govern- 
ment and by an Act of 1673 such restrictions were 
placed on it that it would Eave to pass through Eng- 
land. Thus the colonial trade was put to a great deal 
of hardship by the commercial policy of the' English, 
When the English industries began to develop, 
more particularly after the Industrial Revolution, 
England wanted that her 'colonies should supply raw 
materials to and provide markets for then\. In pur- 
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luance of this policy in 1699 the export of wool, yarn'.; 
or woollen cloth from the colonies to any country was>^ 
prohibited. This was done lest the growing woollen 
industry of England should meet with colonial com- 
petition. *In order to apply the policy more thorough- . 
ly, in 1732 an inquiry was held in the colonial manu-. 
factures. Subsequently in 175Q the erection of any[, 
slittmjg or rolling, mills, or plate, forge or steel fur- 
ndqes was. absolutely forbidden. This was no doubt 
promoted by the growth of an iron industry in Eng- ' 
land after the experiments of Derbys succeeded in 
using- pit-coal in the smelting of iron. 

Tt may sound a little strange that the same 
government which restricted freedom of commerce 
gave bounties on the production of raw materiaJs and 
semi-manufactured goods. In the eighteenth century, 
bounties were given on the production and their im- 
port into England was facilitated by admitting them 
free of duty or by charging low- duties. The import 
‘of similar articles from foreign countries was penalised 
by prohibitions or heavy duties. 

The ob\iious object of the foregoing restrictions 
was to keep perpetually the colonies as the producers 
of raw materials and as consumers of manufactured 
goods of the mother country. The restrictions were 
no doubt resented by the colonists but there was no 
open revolt against^ them because their enforcement 
was not strict and evasion was easy. A very large 
smuggling trade was carried on between America and 
England and her other colonies. Even the English 
officers in American ports connived at it. 

After the Industrial Revolution started, the colo- 
nial policy began to be enforced more strictly. 
England aiso wanted that the Americans should bear 
the burden of expenditure on the establishment of 
internal order and the defence of the country from 
outside, ^ter 1763, therefore, a new policy of in- 
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creasing taxation of the colonies was introduced. 
the Sugar Act of 1764 duties on many articles of 
foreign import were raised or newly impctepd 
the importation of rum or spirits of forei^’^ctr^in 
was prohibited. They were also forbidden to trade 
with the French West Indies. To add to the an- 
noyance of the Americans, in 1765 a Stamp Act 
was passed to raise revneue for the army main- 
tained there. It was strongly opposed and therefore, 
was repealed' next year. But again an attempt was 
made to raise the necessary revenue by the raising of 
import duties under the Townshend Acts of ' 1767. 
They were also opposed and, therefore, excepting the 
duty on tea all other new imposts were abolished in 
1769. The smouldering discontent of the colonies with 
the commercial policy of England burst into Jury and 
they decided to boycott all trade with England, in 
the beginning the English government aquiesced to 
the demands of the colonists but afterwards the 
Parliament stiffened up its attitude and in 1775 troops* 
were sent to America and she was forbidden to trade 
with any other country but England and the British 
West Indies, The result was a clash of aims of the 
two countries, America came out successful from 
this war in 1776. Thus American commerce was freed 
from the annoying English control. Trade was 
thrown open to foreign countries and for some time 
even many taxes on it were removed. A centralised 
government was established by the constitution of 
1789. Thus a new period in the economic progresi jof 
America started after the War of Independence, 

After the War of Independence 
In the intervening period between the War- of 
Independence and the Civil War the pace of industrial 
changes was quickened and the economic progress of 
the country became marked. To be more com^, the 
changes started after 1808 when the blpqll;ej^ of 
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^Europe during the Napoleonic Wats affected adverse- 
ly the trade of neutral countries. The war with Eng- 
land- ioi 1812 increased the difficulties still further and 
the ITtfited States had to fall back upon its own resour- 
ces tQ nieet the wants which were formerly satisfied 
by imports from England. Bogart, therefore, remarks 
that “ The year 1808 may be taken as a convenient line 
of demarcation to distinguish the period of dependence 
of the United States upon European countries from 
that ‘of industrial self-sufficiency and diversified inter- 
nal development”. The industrial revolution, there- 
fore,- started in the United States in the beginning .of 
the nineteenth century. 

During the period under consideration, the popula- 
tion increased very rapidly. The first census taken in 
1790 returned a population *of 3.9 millions. It increas- 
ed to 7.2 millions in 1810, 17.0 millions in 1840 and 31.4 
millions in 1860. The population in new states 
decreased in these years but in the older states the 
■ rate of growth was less than the rate for. the whole 
country because of the tendency of populatiion to 
move from Jhe East to the West. The urban popula- 
tion increased from 3.3 p. c. in 1790 to 4.9, 8.5, 16.1 per 
cent, in 1820, 1840 and 1860 respectively. In the same 
period the number of towns with a population of more 
than 8,000 people increased from 6 to 141. The 
population of the country as a whole increased less 
rapidly than the urban population the respective per- 
centages of the two being 700 and 3758. The negro 
population did not increase at the same rate as the 
white population. Their respective percentages of 
increase in the fifty years before 1860 were 222 and 
359, The proportion of the negroes living in the South 
to the total negro population remained steady about 
92 p. c. As regards the number of immigrants, ]:o 
reliabli| statistics were available before 1819. From 
^'^"til 1860, the total number of immigrants 
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was estimated at 5.06 million people. Compared td 
the population of the country this was certainly a 
large number. There were many causes, religious, 
political, social and economic, behind the immigration 
of these people into the United States. Irf America 
there was more religious freedom, more chances of 
rising from one class to the other, better opportunities 
of making a decent living and after being naturalised 
greater political freedom than in many countries of 
Europe from where they migrated to the United 
States. 

After the War of Independence, the agricultural 
development was remarkably rapid. Among many 
factors, one which played a vital part was the land 
policy of the government. Between 1784 and 1820 the 
sale of the public lands was regulated by the motive 
of raising revenue and paying the public debt. After 
1820 the policy was changed and was directed to the 
development of the country and land was sold or 
given away primarily for settlement or internal deve-* 
lopment. A number of Acts were passed in this period 
to give effect to these aims. With a view to raise 
revenue quickly, in 1785 an Act was passed by which 
the minimum size of land that could be sold to any 
individual was fixed at 640 acres. This had the effect 
of encouraging speculation by wealthy persons rather 
than settlement of small and honest farmers on land. 
In 1800, therefore, the minimum size was reduced to 
160 acies and sales fui credit were permitted at the 
rate of $ 2 per acre. Even this scheme was used by 
speculators for personal profit. Those settlers, how- 
ever, who had taken advantage of the facilities for 
payment provided by the Act were unable to pay the 
balances regularly and were in debt by 1820. In that 
year, therefore, they were allowed to keep that por- 
tion of land for wh'ch they had made payment and to 
return the remainder to the state. The price of land 
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also was reduced from $ 2 to $ 1.25 per acre provided 
cash payment was made. The minimum size for sale 
was reduced to 80 acres. The object of the changes 
of 1820 was to encourage settlers to purchase land and 
to settle on it. The average annual sales, therefore, 
for the next ten years amounted to 1 million acres. 

After 1830, as the number of immigrants increased, 
transport facilities improved and prices of cotton and 
flour, rose, the land values began to go up. Again 
speculation became rife. The annual sale of land 
increased from 3.8 million acres in 1833 to 20 million 
acres in 1836. In this period the speculative invest- 
ment in land raised the question of the ownership of 
land. In many cases settlers had settled on unsur- 
veyed land without permission from the government. 
The speculator tried to take advantage of the situa- 
tfon and bought the piece of land which was already 
cleared and the settlers could take no action. In 1840 
. as a temporary measure the government gave the 
right of preemption to the settlers by which they had 
the first right to buy the land cleared by them. The 
policy of protecting the interests of settlers was made 
permanent in 1841 by the Act passed in that year. 
Hereafter the sales for permanent settlement became,* 
more common and were at an average rate of 3^2 
million acres every year with the exception of the 
panic year of 1857. Thus the land policy of the gov- 
ernment was a great factor in the extension of agri- 
culture in the United States. Besides this other 
factors responsible for the growth of agriculture were 
the vast amount of land and the ease of transfer 
enjoyed by its owners. 

*A general survey of agricultural organization and 
methods used in this period shows that there were 
certain points of difference between the agriculture m 
the North and the South. In the North farming was 
more diversified, methods were better, agricultural 
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education more widespread, the land more valuable 
and the labourer more intelligent than in the South* 
Unlike the landowners in the South who cultivated 
their lands with the help of slaves, the Northern 
farmers cultivated their lands themselves and hired 
free labour when necessary. In the South, of the four 
staples rice, sugar, tobacco and cotton, the cultivation 
of the last increased very rapidly in this period. Its 
production increased from 334,728 bales of 500 pounds 
each in 1820 to 1,377,640 bales in 1860. In the North 
and the North-West the production of wheat and corn 
increased in the same remarkable manner. There 
was also a noticeable improvement in the methods of 
agriculture. Agricultural societies were started f'^r 
the demonstration of improved methods. Mechanical 
inventions were applied to do work which was former- 
ly done by men. The value of such mechanical devi- 
ces produced in 1860 was estimated at $ 17.8 millions. 
With the increasing demand from Europe the export 
trade in agricultural commodities made rapid pro- 
gress. Cotton alone accounted for fifty per cent, of 
the export trade before 1860. The following statistics 
show the expansion in agriculture and the export trade 
in grain : — 

Principal Agricultural Products, * 1840-60 



1840 

1850 

1860 


(in 

millions) 


Improved farm land, acres 

, 

113.0 

163.1 

Corn, bushels 

377,5 

592.0 

838.8 

Wheat, bushels 

84.8 

100.4 

173.1 

Oats, bushels 

123.0 

146.5 

172.6 

Cotton, lbs. 

600.0 

960.0 

■2120,0 

Tobacco, lbs. 

219.1 

119.7 

434.2 

Rice, lbs. 

80.8 

115.3 

187.1 


* Bogart: An Economic History of the United States, pp. 268 . 
and 270, 
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Export of Grain, 1823-63. 

Years 

Value 

Percentage increase 


(In million dollars) 

1823-1833 * 

67.8 

. , 

1833-1843 

73.3 

8.0 

1843-1853 

198.5 

170.9 

1853-1863 

512.3 

158.0 


The manufacturing industries emerged from the 
domestic into the factory stage in this period. The 
factor? which were at work in bringing about this 
change were many. There is no doubt that the inven- 
tive and enterprising spirit of the Americans was 
largely responsible for the rapid establishment of 
industries. The number of % patents taken out during 
this period shows how their minds were directed to 
indentions. The number of patents increased from 
500 in 1840 to 4778 in 1860. Other factors which 
.encouraged the enterprising spirit where the abund- 
ance of raw materials and mineral resources, freedom 
from oppressive taxation, lack of internal barriers 
permitting territorial division of labour, vast amounts 
of capital collected by a large number of banking 
institutions, distance from Other manufacturing coun- 
tries likely to compete and finally protection given by 
high tariff duties levied on the import of a number of 
articles by a series of Tariff Acts. The mineral indus- 
tries which were developed in this period were iron, 
coal, copper, lead and gold. Besides these, industries 
were developed which used the raw materials of the 
country like cotton textile, food-stuff and lumberin.^, 
industries. Consequently the value of manufactures 
increased from $ 200 millions in 1810 to $1886 millions 
in 1860. The industrial position of the United States 
of America on the eve of the Civil War is pictured in 
the following statistics. There were 140,433 industrial 
establishments and the average number of workers 
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engaged in them was 1,311. The per capita produc- 
tion for every man, woman and child was $60. The 
distribution of industries, however, between the North 
and the South was uneven. The South Jiad only 
about 15 p. c. of the total establishments, B.o p. c. of the 
total wage earners and a little over 8 p. c. ot the total 
products. 

A reference has been made above to the in- 
troduction of protective tariff as a factor in the indus- 
trial growth of the United States. The circumstances 
leading to Us adoption and the extent to which it was 
used will be discussed in a later chapter. It will be 
sufficient to mention here that the first protective 
measure was introduced in 1816. Since then duties 
were raised to higher levels until the highest, level ior 
the period before the Civil War was reached in 1828. 
Thereafter though changes were made in the level of 
tariff, the character of tariff did not alter. On the 
question ot tariff the South and the North held diver- 
gent opinions. The North wanted protection to deve- . 
lop its industries. The South which was not suffi- 
ciently industrialised had to import manufactures 
from outs.de and the prices which it had to pay for 
them were higher because of the import duties. For 
over three decades the relations of the two parts of 
the country were not very cordial largely because of 
the differences in opinion on this question. 

As far the internal means of transport are con- 
cerned, after the establishment of the Union, a 
movement was started to improve them. From the 
political as well as the economic point of view such 
improvement was necessary. An attempt was, there- 
fore, made to construct turnpikes in 1792 by private 
enterprise aided by grants from the states. This 
policy continued upto 1807 when the Federal govern- 
ment interested itself in the problem. But as later on 
its constitutional rights in this matter were questioned^ 
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Hxe Federal enterprise came to an end and the states 
once again revived the old policy. In spite of these 
efforts the condition of roads before the Civil War 
was not very good. Another kind of effort in 
improving the transport system was directed to the 
construction of canals. The lead was given by the 
state of New York and the first important canal, the 
Eerie canal, joining the lake Eerie with the Hudson 
river, was completed in 1823. The Ohio canal was 
completed in 1832. Thereafter a number of canals 
were completed connecting rivers and providing a 
net-wnrk of internal waterways. Between 1831 and 
1860 the government spent about $ 12.3 millions on 
roads and canals and another $ 124 millions on rivers 
and harbours. Even while the craze for canal con- 
struction -was approaching rts height, a beginning was 
made in the construction of railways. The first 
railway line was opened in 1826. Since then the 
growth was rapid. The mileage increased to 23 in 1830, 
2,818 in 1840, 9,021 in 1850 and 30.626 in 1860. The 
mileage of the Southern states was a little less than 
one-fourth. During this period, with the increase in 
the demand 'from Europe for food and raw materials 
produced in the United States, and the general liberal- 
isation of trade, the shipping tonnage of the United 
Stales engaged in foreign trade also expanded from 
700,000 in 1800 to 1,000,000 in 1850 and 2,500.000 in 1860. 
Thus this period noticed a great improvement in the 
means of transport. This no doubt was a vital factor 
in the movement of population and goods, and there- 
fore, in the general economic progress of the country. 
The very continental size of the country made good 
transport facilities the pre-requisite of progress. 

The foreign trade of the country recorded a pro- 
gress comparable to the internal improvement. In 
1807 the value of imports and exports was estimated 
at $138 millions and $108 millions respectively. 
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Thereafter for* some years there was a decline isS 
it becattse of the blockade of Europe in the Napo- 
leonic wars and also because of the dislocation 
which was caused by the war of the United States 
with England in 1812. In 1814, the imports and 
exports hardly amounted to $ 13 millions and $ 7 
millions respectively. The trade remained steady 
between 181o and 1835 except for 1816 when the 
imports were abnormally high. After 1835 the 
trade continued to grow until in 1860 the imports and 
exports were valued at $353 millions and $316 mil- 
lions respectively. In the last mentioned year, on the 
export side, 77.54 per cent, of the exports went to 
Europe, 12 per cent, to North America, 5 per cent, to 
South America and less than 3 per cent, to Asia. As 
far as the composition of exports is concerned, manu- 
factures accounted for 11 per cent, only and the 
remainder consisted of raw materials, food-stuff s and 
semi-manufactured goods. On the import side, 60 per 
cent, came from Europe, 20 per cent, from North 
America, 8 per cent, from South America and 9 per 
cent, from Asia. The proportion of manufactures and 
other goods was nearly equal. Thus the bulk of the 
foreign trade of the United States of America was 
with Europe. Manufactures did not play an important 
part in the exports of the country. Compared with 
the resources, the size of the trade was not very large. 
The real development of the foreign trade came after 
the Civil War. 

The Westward Movement 

While discussing the growth of population ' a 
reference was made to the Westward Movement. As 
it has played a very important part in the economic 
progress of the country, it needs an explanation. 
When Jfgi;eigners cam.e to..Anierica, most of theni se t- 
tle^Tui the Eastern part bounded, by .ibe. 
m ounta ins in the west and by the Atlai^c 
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^Little attempt was made to go beyond the inpuntains. ' 
A^a matter of fact whec. the fifiPOltunities q| mi^rat- 
in^ovvards the west improved, the movem ent ot J,he 
p^piiTtatigp to regions was pro Kibited by "alS^al 

t >iTO»laTn^ifin~'vn 1763 . In spite of this prohibition and 
ffie opposticn of the Indians in the western regions, 
bec ause of the possibilities of making an easy living 
from the abundant lands,' the p^ula'tion began to 
ntiOV^Wfestward. When the conditions in the couhtryj 
beclSine uhselTled dur ing^ the War of ^Independence,! 
th e 'peop le from the eastern regions hegari to move! 
beyond the mountains. The cbhdillohs" of "transifort' 
were bad indeed, but "the people used crude barges ori 
rafts on-civers, Indian trails or crude cut roads, horses,' 
mules and oxen as the means of transport. The num-1 
ber of people in this region increased from 200,000 m 
1790 to 1,075.398 in 1810. The dislocation of trade_^in 
the follo wing years resulted in' difficulties of liyelihTOd 
iri lhe easTTricnhe movenaent of population became I 
’ ni^e pronounce d! ‘ Since then the e xodus wa^ conti- 
h udus wTEh occasional setbacks in the yea rs of pros- 
perity From d e cad e to i^cade the frontier l ine wa s 
ptSsTTed further "west "until 'Bie "^ble regio n hetwp en 
tl ^' Atlantic "and the !Pacific was in habited , ’ ^he 
settlement of the western regions also led to th e 
iheorporation 6f"m6fe "western states in the tlhion . 

^ m wmm ii i ■ ■ ■ m mum 

TKe ma nner o f settlemejit was interesting,, II - 
proceeded in^TEree w^es j of em igrants . The firs t 
ojT pioneers. They cleared the land 
anT"3epended on natural vegetation fQjc.the^^atisiac- 
t ion of the ir‘wanti^''“"A’'sec drid way^^pj^emigrants came 
and pur cFa sei^^ lands cleared th§. pioneers, built 
hofises, Vo Tads an3~“Fri3ges. The pioneers who were 
thus freed" m'dved on to the next unsettled regions. 

^ In their turn the second class of settlers was freed by 
C Qtning of me n with cagitel who bought _the 
iftiproveA areas and Vppiied ca^^ to "Building Fetter 
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opuses, roads, schools, etc., and for turning ithe Ibjrmer 
villages nTnto^prdsp towns or cities. The second 
class of settlers moved further on. Thus the spflrit of 
, pioneering had taken hold of the minj^ of t |ie people 
^nd 'the frontier line receded before t heir march." 

"'"The significance of this Westward Movement of 
population lies in its e£qnomic effects on the coun^. 
It made possible the opening of a vast cori tih enCal 
country and its inhabitation. In th.e beginning as"?he 
means ‘“of transport were ^ad, the settlers' tried To be 
self-sufficienl7’*““‘Th^' established some handi- craft s to 
satisfy fhcir warf^ ’“But when the inteimaT^^ler 
transport developed in the beginning of the nineteenth 
century, they “concentrated on the productiQn^^^ofJfcod- 
graThs and supplying theni" to* other pa^,^^h'^the 
meanwlirf^/ the South was concentrating ot the pro- 
duction of cotton and other staples of commerce and. 
was in need of food. It was supplied by the western 
regions. The western regions which had little indus- 
trial^ development were in need of manufa’ctufed ' 
goods. They were supplied by the developmVnt of 
industries in the east. vTlius the Westward Hdvegirat 
made- possible a territorial di visi on of labour^y 
encouraging agriculture ln’'tWe*S6uth and industries in 
the East. The trade which resulted from it, however, 
was one-sided. The West sold to the ' &6utTl“ but did 
not biiy^nyth'ng from it : the East sold' to the "West 
but did not buy anything from it f the SoulK ‘expoffed 
1 three-fourths of its prodCTctfoii 1o foreign coimfries. 

I Though the trade was one-srded„piie, it h^oug ! )t"^b Qut 
a great expan^on internal trad e. " 

Thi Civii War A^d Its EflPects Cl ^ ^ 
The Civil war (1861-65) was at bottom a ctash 
economic interests. In the jarevious century "the ty o 

had "progressed alon g 
dive rgent , lines. F i j:sijLv . as said befom», t hey held ’ 
di^rmt. ^ yiews on the question iif sk^ r# -T tT 








g^wn was cotton. It importedits food-stuffs 
and manufactures from outside. The North pn the 
other hand had developed a_ different type of agr'i^l- 
tsuffeT “’■’CliniafS* was not suitable for the tropicar or 
seim-tropical products. Settlers_in this part had not 
enough capital to buy slave labo ujJand even if . tjjey 
coufe slave’ labour could in the cold 

clirnate o:M:he‘ North. ' The fyplcaV holding, therefore, 
was* a libm"eslea3r*which could be cultivated by^a 
f amily . fT^as producing its fd6d-stuf!s and manu- 
faJP^es and was self-suffic ient. Thus there wore as it 
w^^ tig g;7 itffgrg!rt civilisations in the North and the 
South." Se co ndly they differed bn “ IHe question^o f 
tariff. As meTc^orth desired’^lb'de'^ op its industri es, 
f?i6m the beginnng o f the^ ninet e^^ 
th e inftueric¥3bT^ ma nufyturer^ it adopted a high 
pf^ofeHibhist polky. The S :?uth was in favo"uf o f free 
traa?"as“Tf iF'sunported protection it would have been 


rices tor import s. Thir dly, it 
detested the growing hegemony of the Nbrffi ?^ The 

oTmaihlairi its civilisation 


who favoured 


S Suth saw ihat it£ civilisation was in clange r i f sla very 
Was abdlishedr~‘^qon after the election, therefore, 
SbUtfi Carolina lefFthe TThion and her”^ example was 




OTSStSf 


tlVil a 7?i M mkK 


cf xh 

l?iiibn7“*The' 'N'ortlT wanted to force”ithem back^into . 
the Union. Civir war "hrblse 'out between the jibrth 
anffTBe South. The ITqrfh "camejiut^^^ from 

this stra^le and Jhe Southern states had tq gojback 
into tnejLJnioh^ - — ^ 

The_economic effects of the Civil War wore far- 
w^'far as the South is concerned the slaves 
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frere freed, the large plantations were broken up -and 
for so^me fime/ in the absence of adequate labour, sfBall 
farms were estabiishTed. 2 For the same reason,' mapii- 
hgry was applie d Jq a^c ultural^ pr odtiffloj i. In 
addition^lo cotton, ^foocf-stuiS began to be produced. 
But with the spread of the Industrial Revolution in 
^Europe, the demand for cotton expanded and the 
cotton crop once again became the chief staple. Fur- 
5 ther during the war th^^outh did not receive its usual 
suj)ply of manufactured goods and, therefore, house- 
hold industries and small f actories were starte d. 

The effects on the North were equally salutory. 
Agriculture received an ’impetus from poor harvests 
abroad, increased domestic demand for foodstuffs _and 
the rising dernahd for "raw materials from the grow- 
ing industriesT* The land~"policy~ of the fi^^Oynent 
I* also encour“Sged TOrfher expan^^ pf 

rhdusfrial devel^rhent was also quickero'^. 
Those industries which were workirig fo’r"^ "the war ^ 
received an encouragement and^ Jtherefore, expanded. 
Man^ new ’TndusfrTes]/,were stared. During the war 
the expansion of currency to the point 'of inflation 
1 raised tHe~lpfices of agncuRural and industrial goods 
an3“a’cled^’s ah "additionarstimulating factor. 

The'‘waf also“sTi6wed the need for Improvement of 
traiT^gOTj: jne^ns. In particiHai ‘*‘*a“ Yaffwa^ sy^in 
cdffne^hgThe east with the west was Tell to be neces- 
sary from the political and economic points of view 
and, therefore, government gave all facilities to the 
deyelppment of railways. Roads and waterways also 
vrere extended. 

Another remarkable achievement of the war was 
the developinehf ’ oF “a ’ sounaT BahSmi^'or^^ 

Bef ore the" war, T here was a multiplicity of unregulat- 
ed currency, issu es. It had become a cause of recur- 
ring TRnanciaT^S^ which gave a se^ck to_the 
progress of the countr}^ In 1863, therSdii/ a law . 
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^tabllshing a lutional ban king system was passed^! 
apcl details provisions wire made regardmg'fhe f* 
fegUlfill^h ot the "business oi national baE^ Though ’ 
tJiire" sflii many defects in the banking system 
of the United States, for example the absence of a 
central bank to regulate credit according to the needs 
of business, the conditions necessary for creating 
confidence in banks were established and the collec- 
ifion of the savings of the people was facilitated. 
Without a well organized banking system, the future 
develop 4 jient_ of large scale industries would have 
beenjarrested. 

Finall y, the victory of the Nort h d^ecided once f or 
all the controversy regargihg the tarift polic y There , 
was no place for half measures now. ^ The United 
States "a^pted an ^ unbridled po licy of pro tec tion. 
During Qie War jexistin^d^^ were raised and ne w 
ones impose d*" *rhe leyel of tariffs was h ig her th an 
jin ,'ahy preyious ..years. TKis' " was * Justified on the 
grounds of war fi nanc e. But even after lhe war was 
ovef7THe* Tevef of tariff^ remained ^subs^tantiall^^ 
s ame. .In fact, later oh if, ha d "a tend ency" to gq^up> 
wards. The effect of thi s po licy was very encou rag ing 
to industrie s and beJBSh cLtha..taiiff wall thpy, madg^an 
asto uiiHIh^ pro gress. 


Chapter XI 

THE GROWTH OF POPULATION AND 
AGRICULTURE 

The growth of population of the United States 
wasJ* slowed down by the effects of the Civil War on 
her young population. Directly or indirectly about a 
mi n^ioh^pe bpTe “w^ "Killed. “Most of them were young 
persons. "The "blTtK 'Yate,~Itibrefore, declined from 35 
per thousand per decade before the Civil War to 26^6, 
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■26.0, 24.9 and 20.7 for the decades ending in 1870,M86(C 
1890 and 1900 respectively. In the twentieth century 
with the change in the attitude'oTpeople regarding 
the' size ol family, with growing indepeijd^nce^f 
women, with the rising cost of living and the digni- 
ties of getting free land in the west as before, the J^te 
of growth continued to be slow. It declined to 21.0' 
and 14.9 for the decades ending in 1910 and 1920. 
Over the whole period (1860-1930) the population 
mcreased from 31.4 millions ' to 130.0 millions. " The 
birth rate for the period 1931-35 was 16.5. The rate 
of increase in the different states was fluctuating. 
In the past the rate of growth of the negro population 
also slowed down from 21.4 for the decade ending in 
1870 to 6.5 for the decade ending in 1920. The total 
negro population increased from 4.4 millions in 1860 
to 10.4 millions in 1920. The nu mber of the im rtu- 
grants continued to grow until the end of the century 
but thereafter, because of the restrictions placed on 
them and the difficulties of securing empioymeTifj'’'if 
declined. Between 1860 and 1900 the total number of 
immigrants was 14.2 millions. This was no doubt the 
result of the expansion of agriculture and industry. 
In the twentieth century, the number of immigrants 
was fluctuating from year to year. The highest num- 
bers for the period were in 1907 and in 1914. In these 
years the number of immigrants was 1.2 millions. 
The number of immigrants for the whole period from 
1820 to 1924 was 36 millions. The decline in the 
numbers in the twentieth century was no doubt the 
result, among other causes, of the restrictive legisla- 
tion of the period. 

The attitude of the government to irnTnig r iltifii ^ 
has changed from time to time. In the beguinihg fefe 
Congress encour age d i mmigr ation. In 1 860 a" la'WMjhtt 
passed by wFfcIi empB^ent of labonrers undtf 
contract was perm ffted and their \^ ges 
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to be-ptedged in advance to j>.ay for their passage. By 
^e 'Bu^lihgaihe treaty of i868j_ the Chinese were 
permitt^ T6 "en ^lE Ee' country “and were ailowed' to 
“ enjayT^ same ^ivileges, immunities and ex emp- 
tions in respect of travel or residence aslmay oe ehjoy- 
ed fay the'cilizens or subjects of the most favoured 
nations However, in 1882 the Chinese imm igratio n 
was,je 4 lricted_for the next ten years and in le ss th an 
two years’ time after this ‘ wa^complef fly ~pfohifaited. 

In "1882, however, a beginning was' made in the 
enactment of general restrictive legislation. By a 
law of that year, a head tax of M_cents was imposed 
on all aliens landing in the United Stateir Certain 
classes of imrhrgrants liK lunatics,' idiots, etc., were 
completely prohibited. In . 1885 the immigration of 
co ntract 'Tabbur was prohibited. The law of 1891 
-extended the list of excluded classes, declared promi.ses 
of employrngfit" tfifough adverUsernenl in fbreign 
countries i llega l, prohibited steamship comp'aniei^om 
kiliciting or encouraging immigration and allowed 
the exportation of My alien within one year after his 
arri^'^T the” exp«ise'bf~the steamship company if 
he had been brought in violation of law. The "Head 
tax was do ubled in 1894 . It was also thought that an 
educaitibhal test should be imposed for the immigrants 
but the proposal was vetoed by Cleveland in 1897 as 
being against the policy of the United States. 

The heavy immigration of low-grade labour in the 
years 1860-1900 led to an agitation on the part of 
organized labour demanding stricter restrictions. 
Their contention was that the immigrant labour 
worked on low wages and lived a poorer life. The 
Act*of 1907, as amended in 1910, therefore, extended 
the excluded classes, increased the head tax to $ 4 and 
provided for the enforcement of law. 

The I ntmigration Com mission _creat^ in_ 19^7 
jaa ade a tj| prough. study of t he proj^mi of immigrate 
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and made recommendations on its many aspects. In 
1907 and 1914 again attempts were made to impose an 
educational test but in both the years they were turned 
down by the President. But in 1917 the * Co ngres s 
passed a measure imposing a literacy test in "spite " of 
the velo of the President. In the same year th^head 
tax was ‘“increased ' tb" $ 8. The literacy provision 
decTaredTHat aliens above the age of 16 years who 
could not read the English language or other language 
or d.'alect including Hebrew or Yiddish sho ul^ b e 
excluded from imm'ijg ratrdh ! Certain exceptions,, how- 
ever. were providecT A more stringent legislation was 
soon enacted in 1921 which limited the number of 
immigrants of any nationality admitted in any year 
to 3 per cent, of the number of such nationality then 
resident in the United States. Consequently the 
annual immigration quota was fixed at 355,825. The 
Un ted Kingdom, Germany, Italy and Russia had 
leadmg quotas with immigration permission for 77206, 
68039, 42021 and 34247 people respectively. In 1924 
an attempt was made to restrict the numbers still fur- 
ther. Accordingly the annual immigration was res- 
tricted to 161,000 until 1927 and thereafter to 150,000. 
One feature of, this rpeasure, aimed at the Japanese, 
rxclucled all immigrants ineligible for'" "citizenship. 
The sent ments which actuated this legislation were 
] rrn of the post-war conditions. It was feared that 
after the war, the flood of immigrants from Europe 
would increase to escape heavy taxation. Immigra- 
tion on such a scale would affect the wages of workers 
in the United States. In fact demand for such a 
legislation was very insistent on the part of organized 
labour. And further there were about 10 million' un- 
naturalized immigrants in the country who had already 
settled down. Unless the rights of citizenship were 
conferred on them, it was felt that further immigration 
was not desirable. The sentiments behind •the recent 
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legislation were expressed in the annual message of 
President Coolidge in 1923 in the following words: 
“New arrivals should be limited to our capacity to 
absorb them mlo the ranks of good citizenship.” 

Growth of Agriculture 

The impetus given to agriculture by the C ivil Wa r, 
the growth of population and the increasing Uemand 
for lobd-stuSs and jrajv materials from foreign coun-, 
tries’ parnc^rly"Europej_brought ^about a maiwellous 
progress In agric’^tural projection. Its prosperityj. 
continued unabated tTlTthe' las^lSreat War after the 
end of which, for reasons "which wlirbe "discussed later 
on, the farmers in the United States passed through 
difficulty times. Statistics regarding agricultural pro- 
duction’ were not reliable before 1870. A rough 
estimate of the value of agricultural production on the 
eve of the Civil War would place the figure about- 
$ 1000,000,000. It increased between 1870 and 1910, i, 
* from $1958,000,000 to $ 8,498,000,000. During the war 
period, because of the high prices prevailing, the value 
rose to the, high water mark level in’ 1919 when the 
total production was valued at $ 17,677,000,000. In the 
post-war period, however, because of the falling prices 
and subsequent depression the total value declined to 
$11,923,000,000 in 1929. 

The area of land under cultivation continued to 
grow so long as more land could be brought under < 
tillage. In 1850 the total area under cultivation was 
estimated at 293,500,000 acres ; it increased to ' 
878,798,000 acres in 1910. Of this area in 1910, roughly 
478,000,000 acres were improved and 400,000,000 acres 
unimproved. The number of persons engaged in . 
agriculture increased to nearly 12.6 millions in thej 
same period. Similarly all farm property increased 
from $7,980,000,000 in ‘i860 to $78,000,000,000 in ffilO.'^- 
■ After the revolutionary changes in the oceanic trans- 
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’port in ^ond half of the nineteenth century, th# 
valI^"of exports of agricultural goods increa^J 

value of”sucli'exports 
‘ was estimafecTat $ 361,000,000 ; in 1900, it ha^ reached 
$836,000,000. In that year the export of agricultural 
goods bore a proportion of 62 per cent, to the total 
^ lexports. Thereaft er the exports of m anufactured 
goods continued "To grow and the proporKon' dF the 
^ori^r df o^ped " to 53^er cent, in 1920. 

The organization and methods of agriculture have 
showed a remarkable progress since the Civil War. 
The ave rage size of the farm has remained substan- 
tially high though in some regions as in the South for 
some time after the Civil War it showed a decline. 
After the war, the average size declined from 199.2 
acres to 146.2 acres in 1900 ; in 1910 it was 138.1 acres 
and thereafter it improved to 140.2 acres in 1920. The 
'^average large size of the farm has made its mech^isa- 
lion possible. Agriculture has been organized on the^ 
prmciples of division of labour analogous to similar 
specialisation in industry. After 1900 farming became 
more and more a machine indu^y making use of not 
onTy’lSiour saving devices but also oi power devices. 
Use of tractors and "^valors “Has become common. 
The growing use of machinery could be “judged from 
the increase in the value of all farm machinery from 
$250,000,000 in 1860 to $750,000,000 in 1900. Another 
remarkable feature of the organization is that because 
of the vast cultivable lands lying in different regions, 
specialisation in production has been introduced ac- 
cording to regions which are suited to the production 
of particular crops. This tendency was helped by t he 
inimense development of transpo il facilities 1!1ius to 
menficJn^a Tew examples, the Sou th"b^ develope d 
cotton cultivation, Minnesota aiJcT^^Uakotas spring 
wheaT,"^anc[ "California an d Florida fru its." yurtbef in 
conf fais'f ^ith’ “the* general structure of world agricul- 
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'.%ure, an attempt is being made in the U nited State s 
sinc e 1925 to convert ag r icultnre into a large s^ le 
cdrgo fafe enterpris e. It aims at using all the devices 
used by corporations, such as the raising of capital by 
means of shares sold widely and managing the farms 
on the line and staff method with a number of special- 
ised officers supervising the work and the farmer play- 
ing the role of a mere d'ay labourer. This tendency 
has been deprecated as a dangerous innovation likely 
to affect farming as the last stronghold of the indivi- 
dual owner. Kansas has already passed a law against 
it and it may be expected that other states also will 
take similar action. 

Causes of the Growth of Agriculture 
It is not possible to pqint out any one single cause 
as responsible for the striking growth of agriculture 
since the C vil War. The present position is the result 
of the working of a number of factors. It is no doubt 
true that the present size of the agricultural industry 
ov es a great deal to the abundance of land and the 
pohey of the government in giving it away to settlers 
on easv terms. A reference to the land policy in the 
previous period hasHSeen* made in the last chapter. 
In this period the government passed a number of 
laws to permit the poor‘^'‘p£0|5le tn settle and finally 
own the land cultivated by tliem'’.'’'*B’y the Home- 
stead Act of 1862, land admeasuring 160 a cres was 
g 'veil free tp .,ac.tu al settl ers. They got title to Ibe 
land after five year^oT actual settlement or cultiva- 
tion. An y citiz en of the United States or those who 
had declamT their intention to become such were 
e]iiah]e for grant under this Acjt. This privilege was 
e^ftended to sailors and soldiers by the Soldiers, and 
SaildrV Homestead Act o^ 1872 which provided that 
military service may be counted as a part of the five 
year period. But at least one year’s residence and 
cultivati^m were necessary. In order to encourage 
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irrigation and inhabitation of waste lands^ 

De^t Land Act of 1877, 640 acres of land were .given 
to sefflefs who agreed to provide water for their tracts 
witHin three years. As a result of these Acts an 
extensive area was occupied and actually* brought 
under cultivation. The public Land Commission 
speaking about the Homestead Act said : “It protects 
the government, it fills the states with homes, it builds 
up communities and lessens the chances of social and 
civil disorder by giving ownership of the soil, in small 
tracts, to the occupants thereof. It was copied from 
no other nation’s system. It was originally and dis- 
tinctly American and remains monument to its origin- 
ators.” 

In the twentieth century the policy outlined above 
ISpi^as continued. By the Homestead Act of 1912 the 
right to 160 acres of land was given to any citizen or 
applicant for citizenship who would actually settle cn 
land and cultivate. The title passed to him after three 
years. The Enlarged Homestead Act of 1909 allowed 
320 acres of certain kinds of land to be given to settlers- 
in certain parts of Nebraska ; the minimun\ size of land 
was extended to 640 acres by the Kinkaid Act. In 
1916 the land policy was extended to include grazing 
• lands. By the Grazing Homestead Act of this year 
640 acres of land could be given for grazing purposes. 
In addition to these provisions the state has allowed 
larger tracts to be taken by industries under lease 
terms. As a result of this policy, in the twentieth 
century, land was taken up at the rate of 1,000,000 
acres a month. By 1923 the total value of land sales 
since the state undertook such sales amounted to 
$491,300,484. Thus the abundance of land, and ^.he 
policy of the state to give it on easy terms has played a 
vi Fal par t in the growth of agriculture in the United 
StaTe^ Bui this growth would have been slow if 
other factors which are essential to the expansion of' 
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agri(j|iltui:e were not provided to fanners. 

The work of the Federal and State governrttents 
did not stop at the sale of land only. After I860, they 
closely followed the agricultural progress and provid- 
ed aid and guidance in the following forms : v(l) . 
grants of land and funds for agricultural colleges and 
scKBols and experimental stations; establishment*^ 
of ’ credit institutions specially designed for help to 
fSfiners ; (3) provision of irrigation ; ^4) direct j),er- 
sonaf advice ; and in recent years, ^5) control over 
a^wfutlure and improvement of the position of far- 
mers: ' . 

Vhe importance of agricultural education in the 
improvement of land and production requires no em- 
phasis. Equally research is vital to the progress of 
agriculture. Before 1860 ^he states had devoted a 
considerable attention to education, but the first or-^ 
ganized large scale effort was made in 1862 by the 
National Agricultural Colleges Act. Under this Act 
the states were to be given 30,000 acres of land from 
public domain and the proceeds of their sale were to 
be kept in 1;j:ust ; at least one college was to be estab- 
lished in each state ; and the states were to bear the 
expenses of location and management of the institu- 
tion ; it had to be started within five years of the ac- 
ceptance of the offer. In I9L4 .there were 69 colleges 
started under the provisions of the Act. Similarlv" 
grants were made to states for the support of agricul- 
tural schools under the Smith-Lever Extension Act of 
1914 ^nd the Smith-Huges Act of 1917. By 1923, there 
were 200,000 students taking education in agricultural 
colleges and schools. 

r^ards agricultural expertoent st ations, the 
states haornade an attempt to starF themnbef^ 

In that ^ar there were about 20 such stations. TEen 
the Federal goverhment decidecT to^ give aid to the 
extension of such stations by passing the Hatch Act , 
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of }.§87« Since then the number of stations increased 
and in 1914 there were 60 experiment stations carrying 
on research. In most cases these stations were attach- 
ed to the agricultural colleges and schools. Agricul- 
tural education and research have helped the Ameri- 
can farmers to introduce up-to-date inventions in 
chemistry and machinery in the improvement of 
agriculture and to enhance their competitive ability in 
the world markets. 

Besides these activities, the government establish- 
ed a number of specialised bodies }\ke the Bureaus of 
Plant Industry, J^restry^ Weather, EntemoIqgyj,:jAni- 
mal Husbandry and Chemistry which have devoted 
their efforts to the improvement of agriculture. 

Provision of credit to farmers is one of the most 
important services' in the progress of agriculture. 
Generally commercial banks are reluctant to advance 
..money to farmers because they require it for longer 
periods than the rules of safety for banking business 
permit. The usual period is six months but if prices' 
are low, the period may be longer. Moreover, agricul- 
tural loans are not as liquid as required ,by commer- 
cial banks. The American farmers, therefore, had to 
borrow money from private agencies at very high 
rates. Sometimes the lender decided the crop to be 
sown and also required that the crop should b€' sold 
to him. As regards the price of goods sold, the farmer 
was at the mercy of the lender. The supply of credit, 
therefore, was defective but the state did not inter- 
vene for a long time because of the migratory xj^ature 
of the population, the feeling of strong individualism 
pervading farmers and the lack of experience in co- 
operation. Some states had made an attempt totaid 
farmers by making provision for rural credit banks, 
but the first comprehensive legislation was the 
Federal Act of 1916. 

"""“The ^ove Act introduced the Federal Farm Loan 
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iBank system. It consists of the Federal Farm Loan 
administers the system, the Federal Land 
Bmiks' which conduct the lending business and the 
FarnTXidan Associations which are groups of borrow- 
erS," For the proper working of the system, the coun- 
try is divided into 12 districts. In each district one 
bank has been established. The banks obtain their 
funds mainly by the sale of bonds secured by farm 
mortgages turned over to them by the farm associa- 
tions in return for cash. The purposes for which 
loans are given are the purchase of land, equipment, 
fertilizers, livestock, farm buildings and the repay- 
ment of indebtedness. Repayment of loans is provided 
by suitable instalments. By 1925, the amount of 
lo.'ms advanced in the above manner amounted to 
$ 1,. 535,1 98.933. Since then the amount has remained 
stationary because of the depres.sed state pf agricul- 
ture. The Federal Farm Loan system is based on the 
nrinciples^pf co-operation. The Act of 1916 also made 
provision for the establishment of Joint Stock Land 
Banks. There were 48 such banks in 1930. They had 
also advanced considerable amounts of money to 
farmers. 

The Federal Farm Loan Banks usually advanced 
money for long term requirements. There was there- 
fore no machinery providing short term and interme- 
diate credit to farmers. Its absence was keenly felt 
during the depression of 1920. The Lenroot bill which 
was incorporated in the Agricultural Act of 1923 made 
provision for 12 Intermediate Credit Banks as adjuncts 
to the then existing Federal Farm Loan Banks. Or- 
iginally the object of these banks was to work as 
“bakers’ banks” and to lend to approved agencies 
which were in their turn advancing money to agricul- 
Ifurists. Thus the banks were not allowed to lend to 
individuals but may lend to banks or credit or mar- 
ke^g agimcies. They were authorised to issue deben- 
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^ures on the basis of paper which came in the*r posset 
Sion. The loeins were made for durations varying 
from 6 months to three years. In 1930 they were also 
allowed to lend for a duration of less than six months 
and even directly to “ eligible financial organizations. ” 
The total debentures issued by these banks amounted 
.to $ 163,000,000 in 1930. By another part of the Agri- 
icultural Act of 1923, National Agricultural Credit 
Associations were permitted to be organized under 
the supervision of the Controller of Currency. They 
.►bre similar to the Intermediate Banks except that 
■, their loans are restricted to a period of nine months, 
unless they are made for livestock requirements when 
the period may be three years. If their capital is 
under $ 1,000,000, they are allowed to deal with the 
public directly : otherwise they act as merely redis- 
counting associations. 

In addition to the above mentioned agencies, 
financial aid in the export of agricultural commoditiea 
were provided by the War Finance Corporation. It 
advanced money to American exporters and American 
banks engaged in the work of facilitating the export 
of commodities. These advances w^'-re permitted until 
February 29, 1924. 

Adequate irrigation facilities can help to bring 
"'more a^icultural land under cultivation. Tliere were 
vast tracts of land in the west which could be culti- 
vated if irrigation was provided. In 1870 there were 
. Jiardly 20,000 acres of land under irrigation. In 1877, 
'therefore, the Desert Land Act already merifTon^ 
was passed to encourage settlers to provide water for 
.their tracts within three years. It failed to achieve 
' anything substantial. Hence in 1894 the Carey ‘Act 
i^made an ‘ attempt to interest private enterprise in 
l^^irrigation. A considerable amount of irrigation work 
was done under this Act. But finally to speed up 
irrigation works the responsibility for initiating th«n 
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^as. placed on the shoulders of the Federal govern- 
ment. Since then a number of major irrigation work* 
have been constructed by it. In 1930 the total irrigat- 
ed area was about 23,000,000 acres and the value of 
crc^s produced from them in 1931 was $ 70,000,000. 

Marshy lands which would lie vraste unless an 
^ort is made to reclaim them for cultivation received 
special attention of the state governments. It was 
realised that the problem of draining these lands was 
complicated. Drainage of the land of one owner 
cannot be accomplished without construction of works 
through the fields belonging to others. Schemes of 
drainage also were beyond the financial ability of a 
sin^e ffidividual. Such schemes, therefore, required 
the co-operation of many persons. Nearly every 
state, therefore, passed a law making provision for the 
organization of drainage schemes. A number of 
drainage schemes, were, therefore, organized with the 
help of the states. By 1920 the total capital invested 
in drainage schemes amounted to $372,200,000. The 
total land reclaimed was about 53 million acres or 5.5 
per cent, of .all farm land or 10.5 of all improved land. 

Measures for the Stabilisation of Agriculture 

During the post-war period the American farmers 
had to pass through distressing conditions. There 
were a number of causes responsible for the depressed 
state of agriculture. These causes were : 
ag ricultural pri ces c oll apsed as soon as governm^it 
co ntrol was removed; During the "^r “pfoduction 
was expanded toTmeet the demandrfrom the European 
c oimtne^ "^ut with the return of conditions to nor- 
mSf in Europe after war their demand declined. The 
rise of economic nationalism also had led to the im- 
position of tariff duties on the imports from other 
countries. In America the farmers found it difficult 
to adjust, their acreage to the fluctuating demand ; {2X. 
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with the fall in prices land values began to f all' ; 
as a result many banks and firms which h^ 1^ 
money to farmers were placed in difficulties, * Any 
pressure from them for the recovery of loans was 
bound to bring distress to farmers. In 1914 the total 
.» of such loans was estimated at 1 V 2 billion dollars ; the 
•same figure had risen to 5 billion dollars in 1920. It 
declined to 2 billion dollars in 1930 and clearly indi- 
cated the hardships to which the farmers must have 
'been put. When thus agriculture was already passing 
through difficult times, the depression of 1929 hit it 
still further. It was almost faced with a disaster. 
The prices of agricultural commodities declined by 60 
per cent. Between 1929 and 1931, the annual average 
net return to a farmer cffter paying the expenses of 
production, interest, rent and taxes declined from 
$ 847 to $ 342. The volume of indebtedness also in- 
creased. Nearly 40 per cent, of all farms were mort- 
gaged and the total value of farm mortgage debt was 
estimated at $8,500 millions in 1933. The’ farmers in* 
the United States were, therefore, faced with a hope- 
less situation. 

' After the situation had become intolerable in the 
early post-war years an attempt was made to pass 
relief laws by the Congress. In 1925 and 1927 two 
measures known as the McNary-Hangen bTls were 
passed bv the Congress but they were vetoed by Pre- 
dent Coolidge on the plea that prices could not be 
stabilised by government authority in the face of eco- 
nomic laws. But the conditions of agriculture conti- 
nued to deteriorate and the demand for relief became 
insistent. Finally, the government yielded and in 
1929 the Agricultural Marketing Act was pas^d.** It 
created a Federal Farm Board of eight members, 
established Commodity Advisory Committees in res- 
pect of each of the great staples of agriculture, and set 
apart a revolving fund of $ 500,000,000 chiefly for 
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advances to stabilising organizations. They 
wer JiK) act as marketing agencies with power to buy 
or lease storage capacity and to deal in certain agri- 
cultural commodities. Two stabilisation operations 
were carried out for cotton and three for wheat. As 
a result of thjs nearly 203 million bushels of wheat 
and one million bales of cotton came under the control 
of the Board. In spite of these operations prices of 
these commodities continued to fall. The Board, 
therefore, since 1931 restricted its activities to the 
encouragement of co-operation and to the giving of 
advide to farmers. But the United States was passing 
through the critical years of depression, and inactivity 
on the part of the government would have meant 
prostration of American agriculture. 

When Presictent Roosevelt came to power on the 
4tli March, 1933,^ the agricultural situation was as 
critical as the industrial. The prices of agricultural 
goods were disproportionately lower than the prices 
of other products. The purchasing power of nearly 
half the population depended on the prices of farm 
products. Hence no industrial measure could have 
succeeded unJess the agricultural position was im- 
proved. He, therefore, immediately introduced a 
number of measures to tackle the situation facing the 
farmers. It should, however, be pointed out that 
these measures, are a part of the general policy which 
has come to be known as the New Deal. In judging 
their effects, therefore, his other policies also should 
be borne in mind. 

The most important measure passed by the Con- 
gress, , was the Agricultoal Adjustment Act of 19^^. 
It at raisin^^he purchasing p^ of the agricul- 

turists. The lev^ aimed at was the purchasing power 
of the period August 1909 to July 1919. In the case of 
the basic ( i, e.. Corn, Wheat, Rice and Cotton ) agri- 
cultural ^commodities a ;ri se in p rices was to be brought 
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about by a reduction of acreage or a reduction in^ro^ 
duction for the market or both. And the farmer was 
to he given benefits for such reductions. With regard 
to non-basic commodities, prices were to be raised by 
marketing agreements with processors, associations of 
producers and others engaged in the handling of these 
commodities in inter-state or foreign commerce. The 
expenditure for these schemes was to be found from 
processing taxes levied on the commodities as ,they 
underwent the first process after the farmer had sold 
them. It was hoped that the Roosevelt administra- 
tion would be able to raise prices by these ccfhtrol 
measures supported by the other financial measures. 

In addition, a number of measures were passed 
) which aimed at giving specific type of help. Under 
the Farm Credit Act of 1933 provision was made for 
giving financial help through a large number of banks 
and financial institutions. The farmer was given 
relief from indebtedness under provisions of the 
Emergency Farm Mortgage Act of 1933. It authorised ’ 
the Federal Land Banks to give cheap loans. Provi- 
sion was also made to reduce excessive debts and to 
postpone the payment of principal. By the Home- 
owners’ Loan Act of 1933 loans could be given to those 
whose houses were mortgaged. The main body to 
which the administration of these Acts was entrusted 
; was the Agricultural Adjustment Administration. 

In 1933 the cotton crop was reduced by voluntary 
^agreement, but as many d’fficulties were experienced 
(^^ih'fhe enforcement of this agreement, in 1934 compul- 
sion was applied under the Bankhead Cotton Control 
Act. Restriction of tobacco acerage was al^ Brought 
aBout by compulsion. In 1934 the wheat crop '^as 
reduced by 15 per cent. The restriction schemes 
raised the prices temporarily, though it must be noted 
that the policy of exchange depreciation and large 
purchases by the Surplus Relief Corporatiqp of the 
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i'ederal government stimulated the effect. C-. '- 

It was also realised bv the Roosevel t administra- 
tion that me re restricti onist policies would hot ¥elp 
to raise the prices permm entiy urilessTth'iS' expor ts of 
agnchrHi'f ^' go o^^'wefe in crease d With” this ~end 
in v'eAvTsTspecial adviser to the President was appoint- 
ed on questions of forei^ trade and Export-Import 
Banks were establishecf m’Washington for the purpose 
df financing imports and exports. It was further 
realised that if America wanted to sell more to other 
countries, she must buy more from them. For this 
purpose the Tariff Act of 1930 was amended in 1934 
and the President was authorised to conclude com- 
mercal treaties with other countries and also to reduce 
import duties by not more, than fifty per cent, when 
it was found necessary to do so. Subsequently com- 
mercial agreements were signed with certain countries 
to which exports on a larger scale could be made. 

In the second period of Roosevelt’s presidency, in 
1938 a new measure known as the Farm Act was 
passed to embody the principles enunciated in tht 
Agricultural Adjustment Act which was declared in- 
valid by the Supreme Court. The measure provides 
for the control of cotton, tobacco, rice, wheat and 
maize. A quota for the reduction of production 
would be appReff^d these commodities if ‘ two-thirds 
of ■^6Tr 'pro<Iucers agreed” to it. If there wrs ni 
general agreement, any single individual farmer could 
agree to the quota scheme and take advantage of thr 
provisions of the Act. If the quota scheme was 
accepted, the farmers would be paid the difference 
between the actual price in the market and a parity 
pridb fixed by the government for each commodity. 

As far as the effects of the AAA, policy are con- 
cerned, they were quite encouraging.. In March 1933 
the f^m prices were 55 per cent, of the pre-war level. 
■Alter^fh'a hew" policy was applied, the average of 
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prices for the whole year rose to 70 for 1933,90 for 193l. 
and 108 for 1935. The total cash income of the fanners 
was also raised from $ 4,328 millions m 1932 to an esti- 
mated figure of $ 8,800 millions in 1935, an increase of 59 
per cent. Approximately 8 per cent, of the income, 
however, was represented by ‘benefit payments’ made 
by the government for reduction of crop acreage. The 
debt of the farmers was also substantially reduced. 
Though credit for recovery may be given to the AAA, 
it cannot be forgotten that the monetary policies of 
the Roosevelt administration have played a more 
dynamic part. In fact some persons have attributed 
all the* credit to them. Taking the whole period upto 
1939 and analysing the trend of agriculture, one finds 
that recovery was more durable in the case of food 
products than the agricultural raw materials. This 
diflercnce in the two was due to the fact that the 
demand for the latter was fluctuating with periods of 
progress and recession through w’hich industrial pro- 
duction passed in these years. For example between 
1937 and 1939 the index of production of con.sumption 
good.s fluctuated In 1937, the production had reached 
the level of 1929, but then next year it dropped by 20 
per cent, and again rose by 17 per cent, in 1938 and 
again dropped by 8 per cent, in (May) 1939. Notwith- 
standing many drawbacks ic must be stated that the 
intervention of the government was timely and the 
country was saved from a greater national disaster. 


Chapter XII ^ 

INDUSTRIAL PROGRESS & TARIFF SYSTEM 

The most striking feature of the period after the 
Civil War in the economic history of the United States 
is the astounding growth of industrial production. It 
was seen from the study of the years pre€eding the 
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CiviyVaiLthat industries had.beea est§bli§l>ed_ip the 
l^gste rn “st ates, particularly in New England, and that 
at the t!^rie of the war they were able to supply many 
articles reqjjiired by the government. Demand for^^ 
war purpose and the difficulty of importing goods 
from' outside speeded up these industries and also led 
to the_.establishment of new pr^s. During the war, 
however, as thousands of workers were drawn into the 
ar my t here was a shortage of man power and hence 
machines were invented to take the place of men. 
This in itself provided to be a great stimulating factor. , 
[The Cpdl War, therefore, became a turning point in 
j the history of the United States. The pace of indus- 
trial'pfo'duction was quickened and*she overtook many 
of" the older countries in less than half a century. 
The remarkable success is reflected the following 
figures of the value of manufactures of different coun- 
tries at different periods. 

Value of Manufactures 

1820 1865 1894 

(In million dollars) 


United Kingdom 

1,411 

2,808 

4.263 

France 

1,168 

1.092 

2,900 

Germany 

900 

1,995 

3,357 

Austria 

511 

1,129 

1,596 

Europe (total) 

5.644 

11,479 

17,352 

U.S.A. 

268 

1,907 

9,498 


By the en^ of the nineteenth century, therefore, 
the leadership of the United States in industrial pro- 
d^tipn^was definitely established and. has xemaiued 
unc hallenge d even to this day. Even England with 
an earlier start could not keep pace with her. The 
United States overtook England in the production of 
pig iron and steel in 1890, in the output of coal in 1899 
and in cotton goods in 1900. In the first decade of 
the twentieth century, industrial production in the 


•I 
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United States continued to grow because of ^e 
ral'dewldphehr of the world and the growth of jgter- 
[ n atiPHa T trade. When the last war broke out, she was 
^caUSSTupbn to supply the needs of the Allies. After 
^he joined their ranks in the fourth year of the war, 
home and foreign demand gave a tremendous impetus 
to industries and their production reached unprece- 
dented figimes. In the post-war years the industries 
enjoyed a prosperous period until 19M. Thereafter 
because of a severe depression, the industries sullied 
a setback. The progress of industrial production from 
1859 to 1929 will be seen from the following figures 
for selected years : — 

Industrial Progress, 1859-1929 



Number of 

Wage-earners Capital 

Value of 


establishments 

millions. 

In million dollars 

products in 




million dollars 

1859 

140,433 

1.3 

1,010 

1,886 

1899 

355,405 

4.2 

6,525 

9.372 

1909 

268,491 

6.6 

18,428 

20,672 

1919 

214,000 

8.9 

44,466 

62,418 

1929 

210,710 

8.8 

— 

70,137 


The ^causes of this rapid and vast growth of indus- 
/trial production were many. _ To mention them briefly, 
they were : >(1) ' The CiviF War itself provided, as 
s tate d before,’ the initial causes for growl’ll.' The 
demand for food clothing and iron in many forms 
encouraged respective industries. In addition the 
issue of greenbacks by the Federal government led to 
jvinflatfdn and prices of all goods rose correspondingly. 
The Great War (1914-18) came as a further stimulat- 
4ng factor and production reached a record figure. 
^(2_)- ^ The a^ption of a high protectionist policy b v 
the governinenf shut out_ all compelitfoh fr om o utsMe 
and reserved the homeTOarket for d ome stic rp ^ ^nnfar , 
ture^ Behind the tariff wall old industries progres- 
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'sed and new ones were started. ^(3) The a bun dant, 
raw material and mineral respi^e^§«|){tli^.. (be basi&| 
f8niHe'^Kwfh''b;f in dust ries. This" can'be seen from 
tKeliage' rf^ m tHe "quantity of goods produced by 
many industries. The average production of iron ore 
mcreased from 51.6 million tons in the years 1870-80 to 
588.8 million tons in the year 1921-30 ; between 1860 
and 1929, the productio n of copper increased from 16.1, 
rnillipn pounds to 25”6^'8 million pounds ; the produc- 
tion *of petroleum increased from 500 barrels in I860; 
to 1005.5 million barrels in 1929 and lastly, the pro- 
ductibn of coal increased from 12.5 million tons in' 
1860 to 608.9 million tons in 1929. In “addition to these 
resources indicated by production figures, the opening 
of the west with its grain, production provided pur- 
chasing power to its inhabitants and created a huge 
demand for the production of the eastern industries. 
The improvement m the p rocess of pro duction 
broifent aB 5 ut"5v ~a ~number of inventions . They^ 
Tieii^d to redupe the cost of prp^ctibii and, therefore, 
lo w P^^c es acted as a stimulus to. mcreas ed consum p-, 
tiqn. The growth of sciSitific .devices c ould be seen 
from the number of patents taken out m this period. 
During 1880-90, on an average nearly 65 patents were 
taken out every day. Taking the whole period, the 
number of patents registered increased from 17,800 
for ‘the decade ending in 1870 to 423,000 for the decade 
ending in 1930. Many of these inventions were for 
the use of waste materials and, therefore, many indus- 
tries developed subsidiary industries using the waste 
materials and turning them to 'some useful purpose. 
The develop ment of by-products increase d the profits 
of main i ndlustries and made thenL mpre^ prospCTous. \ 
(5V* growth o:^ popiil^T^ has ''aTso°^' acted' as a • 
^al fac tor in the industrial development, ft pro- ' 
vided the labour force necessaiy for the_ large scale ' 
indusffieS^ and also expanded me home market. As i 
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the population migrated to the different undeveloped 
areas, demand for those goods which are necessary for 
the improvement of such areas increased the market 
for the industries concerned with their production. 
The population of the country increased in this period 
^from nearly 31 millions in 1860 to 130 millions m 1935. 
^{6)^ The deve lopment of industries was aided in two 
\^ys by the growth of transport means. They faqi- 
litaTed the' distribution of goods and further as ip the 
i case of railways, created a demand for certain indus- 
trial goods. The iron and steel industry of the United 
" States has been greatly helped by the construction of 
a net-work of railways. In this ])eriod, the railway 
mileage increased from nearly 30,000 miles to 240 000 
miles. In addition, the great lakes. Eerie, Ontario, 
Michigan and Superior, were connected with each 
other and used for internal transport. The canal 
system connected the navigable rivers and made them 
useful as arteries of commerce. A coastal steamship 
service made the distribution of goods in the coastal 
towns easy. Since 1920 the development of momr 
transport has further added to the available transport 
•' facilities. (7) - The fre edom ipter-state commerce 
permitted the movemenf oT comrnodities freeh^ unlike 
Gerrhariy“where the customs barriers held jup ^e pro- 
gress of the country until the whole country w^s 
finally unified in the Empire in 1871. (8) The growth 

of banking resources of the country after the National 
Banking system was i naugurated in 1864 _ and Jjhe 
FeJefal Reserve system iri 1913. must be re garded a s 
a vital factor in the development of modern large 
scale industries. (9) Lastly,. _rpentipn. musl_be ma^^ 
of the proper localisation of industries„as..a.iA-CtQr*re^ 
pqnsiblef for industrial growth inasmuch^ as., faulty 
localisation would have acted as an obstacle to the 
growth of industries to their full stature. Great atten* 
tion has been paid to this factor as a result of which 
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^dustry is mainly located in the region north of Ohio 
and Potomac and east of the Mississipi. 

Q( V'i Industrial Organization and Combination 
Movement 

^ne of the important characteristics of the indus- 
trial development after the Civil War was the tenden- 
cy of manufacturing establishments to increase in 
size. This tendency, however, became more pro- 
nounced after 1900. There are three aspects of this 
movement towards large scale production : (1) the 
form of organizat.on ; (2) the size of business unit ; 
and (3) the consolidation of separate enterprises under 
one direction. All these three aspects finally led to 
the development of what is popularly known as ‘ big 
business ’ and two problems faced the American people 
in all their seriousness, the corporation problem and 
the trust problem. 

Among the various forms of business organizaticii 
the corporation form became popular in the United 
'States for a variety of reasons. The resources of the 
country were immense ; the railways had opened vast 
markets ; the manufacturing industries had to cater 
to the needs of consumers whom they did not know ; 
the competition between them was growing and hence 
their risks were increasing. The business entrepre- 
neurs, therefore, thought that the raising of huge 
amount of capital necessary for the development of 
resources and the distribution of incidental risks 
among many people could be achieved by the corpora- 
tion form of organization. With regard to the ad- 
vantages of this form of organization to the American 
people the Twelth Census of the United States stated 
“ Tke facilities offered by the laws of several states 
for the establishment of business corporations and the 
advantages of conducting business under this method 
of organization are largely responsible for the rapid 
development of our manufacturing industries. .The 
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corporate form of organization permits the gathering* 
together of capital beyond the resources of the private 
individual, distributes it among many holders where 
this is desired, and limits the liability of each holder 
to the amount of money actually invested in the stock 
of the company. Thus these organizations comprise 
nearly all the great manufacturing enterprises of the 
country The position which the corporation form 
held in the industrial organization of the United 
States in 1919 will become clear from the following 


figures : — 




Character of 

No. of 

Percentnjje 

Percentage 

ownership. 

establishments 

of workers 

of the value 


employed to 

of goods pro- 



total. 

duced fo total 

Individuals 

138,112 

4.0 

6.2 

Corporations 

91,517 

86.0 

87.1 

All others 

60,476 

10.0 

6.7 


'Phc growth of the number of corporations and 
the devices used in their management have given rise’ 
to many evils. The stockholders who are generally 
scattered are unable to control the details of manage- 
ment and are satisfied if they are paid handsome 
dividends For the same reasons the election of the 
boards of directors is in the hands of a few persons 
who hold proxies. It is not also uncommon to find 
the directors and promoters working jointly in their 
own interests rather than that of the corporations. 
Among other evils of management, mention may be 
made of speculative management, inadequate repre- 
sentation of minoritie.s, scanty reports on the affairs of 
corporations, overcapitalisation and even fraudulent 
promotions. Accounts are also sometimes manipulat- 
ed to conceal the true position of a corporation. This 

* Jennings, A History of Economic Progress in the Unitid 
States. 
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& done to escape the heavy corporation taxes. As far 
as the investor is concerned, he is unable to under- 
stand ‘the true value of securities that are quoted on 
the market because of their multiplicity and the skill- 
ed devices used to sell them. The Wall Street crisis 
of 1929 showed how corporation evils can lead to a 
general financial and economic crisis and untold 
suiTering of the people. 

The second feature of the industrial development 
is the comparatively large size of manufacturing unit. 
It was brought into existence by a number of factors. 
Firstly, the corporation form of organization helped to 
raise a large capital which could be sunk in the 
establishment of a manufacturing plant with large 
productive capacity. Secondly, the revolution in the 
means of transport widened the home market and 
even permitted the capture of free foreign markets. 
Large scale production was, therefore, undertaken to 
satisfy large markets. Thirdly, internal competition 
forced many establishments to use devices for reduc- 
ing costs of production. They had to use labour sav- 
ing devices, minute division of labour and superior 
organization to overcome competition. But to make 
these measures paying, the unit of production had to 
be expanded. Lastly, large scale units had better op- 
portunities of using by-Hproducts, of securing better 
control over final consumers and of having greater 
bargaining power with labour and transport compa- 
nies. The tendency of business units to grow in size 
is brought out by the following statistics : — 

Average Capital, Product and Wage-earners in 


Industrial Establishments 

1860 1900 1920 


Capital $ 7,190 $19,269 

Product $13,420 $25,418 

Wage;earners 9.3 10.4 


$153,293 

$215,157 

31.0 
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Establishments Classified according to Capital«(1925)*'. 

Capital Percentage Percentage of 

of establiah- wage-earners 

meats to total to total. 


5,0C0 to 20,000 
20,000 to 100,000 
100,000 to 500,000 
50i\000 to 1,000,000 
1,000,000 and over 


29.8 

1.9 

36.8 

2.9 

22.5 

20,0 

5.2 

13.3 

5.6 

56.8 


i'ercentage ot value 
of product to total. 


1.0 

5.2 

15,3. 

11.0 

o7.o 


From the first table the general growth in the size 
of business unit is clearly manifest. From the second 
table, the importance of big units, though sm^ll in 
number, in the total output of industrial goods is^. 
brought ouut. The second table, however, does not 
show as to what must be the real size of units in the 
last caj)ital group. All the same, the two tables taken 
together show the general tendency of business units 
to gT’ow in size and the position they hold in the indus- 
trial organization. 

The third feature of the organization of industries 
is the growing concentration of control by means of 
combination. The combination movement started as 
early as 1830 when the salt producers combmed to 
restrict output. But the movement became more 
vigorous after the Civil War. The principal forms of 
combination which were populai" at one time or the 
other are : (1) pools, (2) trusts, (3) holding compa- 

nies, and (4) amalgamations and mergers. 


Pools were popular during the period 1873 to 1887. 
They consisted of agreements between competing units 
either regarding prices or output, as in the case of 
railroads or coal mines, or division of markets or pro- 
fits as in the case of the salt industry. For some time 
pools worked successfully, but gradually defects began 
to be noticed in their management. There was no 
punishment p^-ovided for the unit which brjpke the 
agreement and, therefore, there was a tempt^ion to 
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a ’ prodJUcfer to throw it overboard because of the 
possibility of making higher profits when prices were 
high. Trusts were devised probably to make the 
combination more firm than a pool. 

Trusts became popular between 1887 and 18.97. 
The trust form of combination was introduced by 
John D. Rockfeller who formed the Standard Oil 
Company by agreements between 1879 and 1882. 
Sihee^then trusts were formed in sugar, oil and to- 
bacco^ industries. After these early experiments, the 
word trust became common in the economic termino- 
logy, but at different periods different meanings were 
attached to it. A ‘ legal trust ’ has been defined by 
Prof. Ripley as an organization managed by board 
of trustees to whom all the capital stock of the consti- 
tuent companies is irrevocably assigned ; in other 
. words the original shareholders accept the trustees’ 
certificates in lieu of former evidences of ownership”. 
Legal trusts were formed in the period under consi- 
deration. The twelth Census of the United States had 
defined a trust as a mere combination of a number of 
formerly independent units. In later years, it came 
to mean anv big business possessed of monopoly 
^ power. The trust movement was checked because of 
its evil results by the Sherman Anti-Trust Law of 
1890 which made ‘ legal-trusts ’ unlawful. Because of 
the depression of the years 1893 to 1897, the general 
combination movement also progressed slowly. 

When the depression was over because of the 
difficulties of law in forming trusts a new form the 
holding company, was designed. A number of hold- 
ing companies were formed between 1897 and 1904. 
The*‘new form was merely another name for a trust. 
A holding company may be defined as a corporation 
which holds shares in other corporations, but does not 
itself cqjsiduct any business. The Federal Steel Com- 
Pciny wilHfc a capital of $ 100,000,000 and the Amalga- 
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mated Copper Company with a capital of $75,000,008 
were formed on this principle. 

By the end of the nineteenth century, the com^ 
bination movement had spread widely. About 2,160 
combinations were formed and excepting 120 all were 
active. The industries in which they were formed 
were according to the order of importance iron and 
steel, chemicals and allied products, food and allied 
products, liquors and beverages, clay, glass and stone 
products. 

In the beginning of the twentieth century, the fate 
of the holding company was in the balance as the 
decisions of courts about its validity were contradic- 
tory. In some cases they were permitted to exist, but 
in others they were ordered to be dissolved as being 
in restraint of trade within the meaning of the Sher- 
man Law./ Because of this legal uncertainty, afteif 
1904 industrialists preferred to form outright mergers 
or consolidations. Upto 1920 combinations on this 
principle were formed between companies in similar 
lines or in related activities. Since then combinations 
have been formed even in unrelated lines. The pro- 
gress of mergers in manufacturing and mining indus- 
tries will be seen from the following figures for 1919- 
1928 : 

No, of mergers No of concerns 


1919 

89 

merged 

292 

1920 

173 

474 

1921 

89 

373 

1922 

67 

220 

1923 

67 

218 

1924 

95 

263 

1925 

121 

333 

1926 

139 

597 

1927 

207 

678 

1928 

221 

687 . 
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The combination movement owes its success to 
the diverse advantages which industrialists hoped to 
reap from them. In general many advantages were 
due to large scale production which resulted from 
bringmig two or more units together. It is not neces- 
sary to go into all the benefits of large scale produc- 
tion but mention may be made of a few leading ad- 
vantages which combinations expected to enjoy. 
They are as follows : (1) in depressions when indus- 

tries have to work with reduced production, the best 
planj caji be used to produce goods so that an equili- 
‘ brium between costs and prices may be maintained ; 
(2) plants could be allocated for the production of 
particular lines of goods (3) up-to-date inventions 
can be used, by-products can be developed and saving 
on office and advertising expenses can be effected ; 
(4) by comparing the cost of production at various 
plants, improvements can be introduced in the less 
. efficient plants ; (5) there would be better opportuni- 
ties of control over capital, labour and materials ; and 
lastly (6) a good deal of saving could be made in 
freights by supplying markets from the nearest facto- 
ries. f 

It must be admitted that combinations in the 
United States like cartels in Germany were successful 
in speeding up industrial production but frequently 
they were attended with abuses and hence they had 
aroused resentment against their practices, more par- 
ticularly in the last two decades of the nineteenth 
century and the early years of the twentieth century. 
Among glaring abuses attributed to combinations 
mention should be made of unfair methods of competi- 
tion to attain monopoly power by driving out compet- 
ing units. Small manufacturing plants had little 
chance of surviving their attacks. The promotion of 
moflopolistic combinations was also marked with 
frauds and political corruption. Moreover', labourers 
k . 
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and consumers were at their mercy. In the United 
States for various reasons to be discussed in a later 
chapter, trade unionism had not developed into a 
strong force until recent years and, therefore, in regard 
to wages and conditions of work, labourers had to 
look to their employers. When a monopoly was 
achieved in a certain industry, if the workers employ- 
ed there were good for no other job, they had to accept 
wages and conditions of work offered by the employ- 
ers. With a huge tariff wall obstructing the import of 
goods from outside, the consumers were also at the 
mercy of producers. They had to pay for goods* pro- 
duced at home prices charged by the manufacturers. 
Thus there was exploitation of labour and consumers 
by monopolistic combinations and, therefore, a demand 
was made by the people that government should either 
prohibit or control combinations. 

In 1he beginning, some of the state governments 
responded by passing laws against trusts. But this 
attitude was not adopted by all the states and even as 
late as 1914 seven out of forty-eight states had neither 
laws nor constitutional provisions against trusts. The 
first Federal legislation was the Sherman Anti-Trust 
Law of 1890. It provided for dissolution of any com- 
bination operating in inter-state commerce which tried 
to restrain or monopolise trade. Thereafter a number 
of bills were introduced in the Congress to tighten up 
control but none of them succeeded excepting the 
addition of a few clauses to the Wilson Tariff Act of 
1894 which declared illegal any combination in the 
importing trade when it. had the object of hindering 
trade or competition or raising prices of the imported 
goods or the things made from them. Of the two, 
the Sherman Law was the most important. It merely 
provided for the dissolution of trusts but could not 
control the unfair practices used by big businesses to 
drive out small enterprises. Complaints were made 
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against such practices. 

When the Democrats came to power in the elec- 
tion of 1912, they took up this question and two laws 
were passed in 1914. By the Trade Commission Act, 
a Federal Trade Commission consisting of five persons 
appointed by the President was created. The 
'members were appointed in the first instance for 
a period of five years. The Act declared unfair 
methods of competition illegal and the task of pre- 
venting them was entrusted to the Commission. It 
was ^empowered to summon witnesses, call for papeirs, 
hear complaints from injured persons, direct companies 
to desist from using unfair practices and if necessary, 
even launch prosecutions. , The second measure, the 
Clayton Act, provided penalties for the infringement 
of certain of its provisions. The chief provisions of 
the Act were : (1) it declared price discriminations 
illegal where the effect of such discriminations was 
likely to substantially reduce competition or tend to 
create a monopoly. Exclusive selling and leasing con- 
tracts when the tendency was to lessen competition or 
create a monopoly were also declared illegal ; (2) 
acquisition of stock by one corporation in another or 
the combination of corporations where competition 
would be lessoned, or commerce restrained, or a 
monopoly created or furthered, was forbidden ; (3) 
as regards banks, it made unlawful for a person to 
serve as a director or as an officer of more than one 
bank chartered by the United States if the deposits, 
capital, surplus and undivided profits of any one bank 
exceeded $5,000,000. A similar provision applies to 
^private bankers and officers of the state banking insti- 
tutions ; and finally (4) interlocking directorates were 
prohibited in corporations where combinations were 
likely to be brought about by this device when cor- 
porations could not combine outright without violating 
law. Thus these two measures indicated the intention 
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of the government to tighten up its control over the 
monopolistic developments of the American industry. 

In accordance with the provisions of the above 
laws, the courts ordered the dissolution of many con- 
cerns and in a number of cases imposed heavy fines 
on persons responsible for violation of the law. But 
very soon the attitude of the state became more liberal,) 
particularly in the matter of combinations engaged in 
export trade. It was felt that the power of corpo- 
rations engaged in foreign trade would be adver- 
sely affected in competing in foreign markets 
if they were not given sufficient latitude for fullest 
co-operation. Accordingly the Export Trade Act, more 
commonly known as the Webb-Pomerene Act of 
1918 allowed organization of trusts in foreign trade. 
On the same principle, the Co-operative Marketing 
Act of 1922 permitted farmers, ranchers and growers 
to combine for the purpose of conducting efficiently 
the distribution of their products. 

During the last great depression, when the Roose- 
velt administration proposed a number of measures 
for reviving industry, the restrictions contained in the 
anti-trust laws were removed or relaxed. Thus by 
section 5 of the NIRA it was provided that during the 
continuance of the NIRA and sixty days thereafter, 
apy code, agreement, or license approved, presciibed 
or issued and in effect under the Act, and any actions 
taken m compliance with their provisions, were 
exempt from the provisions of the anti-trust laws of 
the United States. The Roosevelt administration, 
therefore, has been accused of encouraging combina- 
tions. It justified them, however, as necessary in the 
immediate interests of the nation. 

Though the state has made an attempt from time 
to time to curb the growth of monopolistic combina- 
tions, they have continued to exist in one form or 
another. This can be seen from the fact that in 1930 
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companies controlled 75% of the steel capacity 
compared with only 58,9% in 1920 ; in mining 65 
corporations received 84.6 per cent, of the net income 
of the industry in the six years, 1923-28 : and 3,933 
electricity companies merged or were acquired by 
other companies during the same period. The above 
figures which could be easily multiplied, are enough 
to -^ow that the United States are to this day the 
cour^try of ' big business.’ 

The Tariff System 

The tariff has played a very important part in the 
economic development of the United States. In the 
last chapter it was said that the question of tariff 
was one of the immediate causes of the Civil War. 
In the period after this war, it has been largely respon- 
sible for the swift industrialisation of the country and 
also for the rise of ‘big business’ and the attendant 
evils. Thus the* study of the tariff history is very in- 
teresting. As the tariff policy after the Civil War 
was a heritage of the previous period, it is proposed 
to review the history of tariff from the time the Union 
was formed. 

It may also be pointed out that in the United States 
tariff implies merely a set of duties on taxable imports. 
When duties are levied for revenue purposes, it is 
known as revenue tariff ; when they are intended for 
protecting industries, it is known as protective tariff. 
For a long time it was the main source of revenue ; 
hence the tariff system was not only often influenced 
by either protectionist or free trade notions, but also 
Jby the requirements of the treasury. In the United 
Stafes, therefore, the financial and tariff history were 
intimately connected. Further, it became a lively 
issue for the political parties of the country and, 
therefore, there was oscillation in the tariff level 
according, to the party which was, in power. In fact 
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these tariff wars gave it an appearance of being un- 
scientific. 

The first tariff was embodied in an Act of 1789. 

It levied duties which were partly ad valorem and 
partly specific. The average ad valorem duties were 
SV 2 per cent. Goods imported in American ships f 
were given a reduction of 10 per cent. It was in 
reality a revenue measure because the duties were so 
low that they could not be regarded as protective. 
But according to the preamble of the Act, it was meant 
for the protection and encouragement of manufac- . 
tures. It must be, therefore, regarded that this. part 
of the preamble was meant to be a gesture to^'^the 
protectionist party. 

In the next decade, the unification of the country 
was nearly complete and she was in position to take 
advantage of tariff for industrial development. As 
stated before some factory industries were established 
in the period of Continental blockade. At the end ctf 
the Napoleonic wars, the competition of England, 
which was absent for some time, revived again and 
the imports from England increased from $ 12 millions 
in 1814 to $115 millions in 1815 ami $147 millions in 
1816. The manufacturers who v/ere alarmed at this, 
demanded protection on the principle of protecting 
infant industries. A protective tariff was adopted in 
1816 and thus began the history of American tariff. 
On an average the duties were about 20 per cent. 

But this measure did not satisfy the high protec- 
tionist manufacturers. They started protectionist as- 
sociations to demand a revision of tariff. Tariff also 
became an issue for the political parties. The crisis" 
of 1819 brought down prices of industrial as well as 
agrfroitural goods. Consequently some changes in 
\ duties were made in 1819 and 1824. But the most 
‘important tariff Act of this period was that of 1^. 
This was a year of presidential election and there were 
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two leading candidates, Jackson and Adams. The 
Low-Tariff Jackson party introduced a very high tariff 
thinking that the High-Tariff Adams party would turn 
it down as too high and thus would be stultified. The ■ 
'Adams party could not reject it if the protectionist 
votes were to be secured. Thus the bill which was 
loved by none became law. All the duties were raised 
upwards. The tariff of 1828 therefore is .known as the 
“ Tariff of Abominations ” or “ Black Tariff. ” 

The agricultural South was furious against the 
tariff of 1828. A memorial from the Charleston Chanj- 
ber oi Commerce asked : “ Have you calculated how 
far -^e patience of the South exceeds their indigna- 
tion, and at what precise point resistance may begin 
and submission end ”?. G^rgia also submitted that 
“ an increase in tariff duties will and ought to be 
resisted by all legal and constitutional means ”. John 
Randolph declared ; “ We are insulted, proscribed and 
put to ban ; if we do not act, we are bastard sons 
of the fathers who achieved the Revolution”!* The 
Act was not popular with any section and moderates 
wanted to compromise with the South. The South 
also had realised the importance of giving some pro- 
tection to industries and, therefore, after protracted 
deliberations, a compromise was arrived at. The 
Compromise Tariff Act of 1833 provided that all duties 
in excess of 20 per cent, should be reduced to that 
level by July 1, 1842. 

The tariff of the period 1833-60 is marked by great 
vacillation. This was partly due to the serious crises 
in 1837 and 1857. During the depressions which fol- 
Jnwed them prices fell seriously, but as some of the 
indultries, particularly cotton and woollen, had made 
substantial progress, the infant industries argument 


• Jenning's. A History of Economic Progress in the United 
^tates. pp. 283-84. 




216 


Modern Economic Development 

i 

could not be put forward to demand higher protection* 
The industrialists, therefore, demanded protection on a 
the ground of wages. They contended that wages in " 
other countries were lower than in America and, 
therefore, such low-wage countries were able to com- 
pete with American industries. Protection, therefore, , 
was necessary to protect the interests of home indus- 
tries. 

In the years of the depression after the crisis of 
1837, the revenue of the Federal and State govern- 
ments declined, and therefore, some of the t^r^jns of- 
the Act of 1833 could not be given effect to. On the 
^^ontrary in 1841 an all-round 20 per cent, duty was 
‘ftitroduced on all goods paying lower duties except 
tea and coffee. In 1842 duties were raised still further 
and the average level of duties reached 33 per cent, 
instead of 20 as declared by the Act of 1833. 

The changes of 1841-42 helped recovery and by 
1844 the country was again enjoying prosperity. The 
free trade tendencies which were noticed m 1833 again 
raised their head. The Democrats who succeeded to*^ 
power in 1844 were also in favour of lower duties. 
The result was the Walker Tariff of 1846. In intro- 
ducing a liberal measure, W'rdker contended that as a 
general rule a duty of 20 per cent, ad valorem was 
enough to raise adequate revenue for the state, that 
higher duties were threatening a war with Mexico, 
that protection was against the spirit of the constitu- 
tion and that while duties had doubled and prices had 
increased, wages had not advanced proportionately 
and, therefore, higher protection meant suffering for 
the general public. The main features of Walker taritf 
were that all minimum and; specific duties were 
abolished, commodities were divided into a number of 
classes and articles in one class were made to pay the 
same duties. Different rates of duties were levied 
on different classes. 
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; ’ The country enjoyed a period of prosperity after 
2B48. The position of the treasury also improved. In 
Vil857, therefore, a further lowering of duties was pro- 
*posed. By an Act of this year, duties were reduced 
by 25 per cent, on nearly all commodities and the free 
list was extended. The average level of duties came 
to 19 per cent. This was the lowest tariff for nearly 
half a century. But soon after this reduction the 
country was faced with a severe crisis ; prices fell 
and the revenue of the government declined. Again a 
measure for increasing duties was passed by the Con- 
' gresstn its session of 1859-60 which after being passed 
by the Senate became the Morril Tariff Act of 1861. 
By this Act the level of duties contained in the Walker 
tariff was restored. Duties were changed from ad 
valorem to specific but in doing so they were, raised. 
At this stage the Civil War broke out. - 

^ During And After The Civil War ' ^ 

As in industry, agriculture and transport, the Civil 
War piovided a turning point in the tariff fiistpry. 
f)uring the war the level of tariff was raised for three 
reasons : (IJ there was an urgent need of revenue for 
^carrying on the war ; (2) manufacturers were called* 
upon to bear higher internal taxation and, therefore, 
they were compensated by higher import duties. 
Morril contended that “if we bleed manufacturers, we 
must see to it that the proper tonic is administered at 
the same tiifte and finally (3) the protectionist in- 
fluence in the Congress had incregs|^ " TJurihg the 
war, therefore, the tariff policy was guided by the| 
principle : “Wherever you find an article, a product, j 
tr^e, a profession or source of income, tax i t/* 

Of the war time measures the Act of was 
the most important. According to Taussig this is ihe^ 
greatest measure of toxation that the world has ever 
seen. Thete was an all-round increase in duties. The 
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^ level of tariff which was 19 per cent, in 1857 and 37 pw . 
" cent, in 1862 was raised to an average of- 47 per cedi. 
The free list also was cut down. Duriij| the 
there was little opposition to the duties because of tte 
feeling prevailing among the people that it was an'^' 
emergency measure and that as soon as the emergency 
was over the government would return to liberal tax- 
ation. Unfortunately, however, these hopes were 
belied by the subsequent history. 

When the war was oy er, the financial system_was 
reorganized and internaT revenue duties were gra- 
dually reduced. But the tariff duties remained un-"’ 
! touched.- TTo effort was made to reduce import duties 
which were originally raised to be compensatory to 
internal duties. This led to discontent among 
"farmers who had to pay higher prices for manu- 
factured goods. In 1872, therefore, the govern- 
ment made a gesture to the farmers and by an Act 
-of that year duties on nearly all classes of manufac- 
tured goods were reduced b.y 10 per cent. Duties on 
tea, coffee, etc., were abolished. This policy came to 
be known 2 is ‘ t he free breakfast table policy ’. But 
these changes were shortlived. The crisis of 1873, 
affected the whole world but move particularly th<». 
raw material producing countries. There was an ‘ 
acute panic in America. In 1875. therofore, the Act of 
1872 was repealed and duties were restored to their 
former level. Thereafter until 1883 little change was 
made in tariff. * 

The period after 1883 is marked by an attenmt to 
intensifyjtariff inspite of the advice of the TariffCom-- 
mission JK 1882 and Presir#nt Cleveland to the 
trarj-. The latter denounc^ the tariff as “ the vicious,'- 
inequitable and iltogical source of unnecessary rev»- , , 
pue”. In 1888 tl ^ presidential election was fought', 
on the tariff issu^ Harrison was nominated by the.,' 
Riepublican pja-tyiibid Cleveland by the Democrattli!? 
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Republican party succeeded and, therefore, inter- 
*‘jprete<T^rEs^succ'^s of the people’s 

jgdesire foM; higher protection. The result was the 
jIlcKinley^arfi Act^f 1890. The economic conditions 
^liTSSe^cbuntf^T'd^^ the enactment of such 

a measure of higher tariff, because during the period 
J^70“90 industries had made a remarkable progress. 
For example the production of steel had increased 
from 334,000 tons in 1871 to 1,871,000 tons in 1890. The 
argument of infant industries also could not be used 
td‘ support it. The arguments which carried the day, 
however, were the reservation of the home market 
for home industries and national self-sufliciency. 


According to the provisions of the McKinley tariff, 
higher duties were placed on all imported commodi- 
ties'T Various farm products were also given protec- 
tion. The average level of duties was 49.5 per cent. 
Another important feature of this tariff was the power 
given to the President to negotiate reciprocity treaties 
to find markets abroad for the growing industries of 
the United States, It was also provided that if any 
country’s fiscal policy was unfavourable to the United 
States, such a country should be penalised by the 
imposition of higher duties. Reciprocal agreements' 
were sighed with a number of countries in the subse-' 
quent years. 

The McKinley tariff did not end the tariff contro- 
versy. In the next election, the Republicans were, 
defeated and the Demp gr ats se cured a majority. In 
1894, therefore, another tariff Act.known ag th^.Wilson- 
(5orman Act was passed by which duties were reduced. 
^Jhe' resulting level of duties was 39.9 per cent. Some 
articles like wool were placed on the free list. But 
in less than two years after this Act the Republicans 


again came to power on the question of silver. Be- 
tween 1§93 and 1897, the revenue income of the gov- 
si^ment also had declined because of the currency 
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disorders which followed the panic of 1893. A new 
•iihrlS measure, therefore, was enacted by which higher 
duties were levied. Th^ Dingley Tariff of 1897 gave‘«^ 
nrotection to nearly every "commodity that needed " it, . 
level of duties, probably the highest ever reached/ 
] was 57 per cent. The same measure revised the plan 
of reciprocity abolished by the Act of 1894 and made 
certain changes in it. A number of commodities were 
' selected and the President was given power to reduce 
^ duties on them for the purpose of reciprocity agree- 
' mehTs, ' Subsequently reciprocity treaties were signed 
with France, Germany, Italy and Portugal. 

The Dingley tariff remained in force for twelve 
years. During these years little attempt was made 
to alter tariff because the Republican party continued 
in power. Absence of tariff changes was also due to 
the fact that during this period the country was pros- 
pering and that there were other problems like the 
. trust problem which required more immediate atten- 
tion. A change was also noticed in the attitude of the 
Republican party to the tariff question. In 1904 they 
declared that “the measure of protection should be 
. ^always at least equal to the difference in the cost of 
production at home and abroad In 1908 they advo- 
cated : In all tariff legislation the true principle of 
protection is best maintained by the imposition of such 
duties as will equal the difference between the cost of 
production at home and abroad, together with' a 
reasonable profit to American industries Under the 
influence of less extremist Republicans, therefore, in 
1909 a tariff measure was enacted. The Payne-Aldrich 
Tariff Act of this year removed duties on some article§,,^ 
and reduced on others. In spite of these alterations," 
the essential character of Dingley tariff remained un- 
affected. Another feature of the Act was the intro- * 
duction of m^imum and minimum duties. The r^eci•P^ ' 
procity provisions of the Acts of 1890 and 1897 has^lfc' 
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not succeeded as expected. Tl\e Act of 1909, therefore. ^ 
provided for retaliation. It was laid down that if any 
country discriminated against the United States by^ 
high duties, additional duties of 25 per cent, over the 
minimum may be levied against the imports from such 
country. The power .oixaiaing.dutil^s wa§ given to the,^ 
President. 

About the time the Payne-Aldrich tariff was ^ 
passed, the opinion in the country was becoming dis- 
contented with the tariff policy. The monopoly evils ' 
and high cost of living were attributed by them to 
high 'tariff. In the Congressional election of 1910 and 
the presidential election of 19^12. the Republicans were , 
defeated. The Democrats who assumed power took 
prcfmnt action. President ** Wilson declared): “We'< 
must abolish everything that bears even the semblance ^ 
of privilege of any kind of artificial advantage and put . 
our business men and producers under the stimula- 
tion of a constant necessity to be efficient, economical 
and enterprising masters of competive supremacy, 
better workers and merchants than any in the world. , 
Aside from the duties laid upon articles which we do l 
not, and probably cannot produce, therefore, and, the 
duties laid upon luxuries and merely for the sake of 
the revenues they yield, the object of the tariff duties 
henceforth laid must be effective competition, the 
whetting of American arts by contest with the arts 
of the rest of the world ”. The Democrats, therefore, 
introduced a measure for the reduction of duties. By/ 
the Underwood "tariff Act of 1913 a number of duties^ 
were reduced and some were altogether abolished.^ 
The number of articles in the two categories affected 
"as above were 958 and 100 respectively. But the ^ 
Underwood tariff could not be regarded as indicative 
of a change in the principles of tariff policy. (It cer- 
tainly did not me an free t^di^ 

"TSooh ^ilef thS^ ab'ove me^ure was enacted, the 
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PUfellc .Qpinign demanded that the lyiacljinery of, tariff 
i^should be placed on a sound footing. It was also felt 
/necessary that there should be a body which would 
make a study of foreign tariff and the tariff effect at 
home. In 1916, therefore, a Tariff Commission was 
created by a sp ecif Act. The powers given and duties 
j^ntrusted to thiFTJommission were : the. investigation 
of matters relating to the tariff administration ; the 
study of fiscal and industrial effects of American tariff 
laws ; the investigation of tariff regulations in other 
countries : the study of the conditions of competition 
in world trade ; and the summoning of witness and the 
securing of information. It was hoped that tariff 
would be rid of political manoemoring when the 
matter was entrusted to an expert commission. 

After th Great War was over, American indus- 
tries were faced with a problem of a different nature. 
During the war the capacity of these industries was 
extended. The industrialists, therefore, feared severe 
competition from the reconstructed European indus- 
tries in need of markets. More particularly competi- 
tion was feared from German industries. It was also 
argued that the industries in the United States were 
, handicapped by high labour and material costs. The 
" Republicans who came to power in 1920 were in favour 
,^.of higher protection. In 1921, therefore^ an JBjnergen- 
cy Tariff Act was passed and was followed by a per- 
"^m^ent 'measure, the Fordney-McCumber AeJ^pf 1922. 
The latter measure raised duties above the level pre- 
vailing ill 1909, allowed an additional duty upto 50 per 
cent, above the minimum in case American goods were 
^^eated unfairly in foreign countries and charged the 
Tariff Commission with the duty of reporting to the*" 
President on the working of foreign tariff policies. 
Duties were .also imposed on agricultural products. 

In 1930, after the first effects of the depression^ 
were over, another tariff measure was enacted, the' 
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main p royjsiprijr of ‘which w?re : prohi^lg ited Ih^ 

i^ortatjcm produced by convic t, for ced" or 

in^iati^ed^^^^ : (2) it_dirjected_the Tariff Commis--j 
sion ^ jnY<estig^te the relation of costs of production / 
of certain goods at home and abroad. Such an inves- 
tigation was to be rnade a^the request of the Presi- 
dent, or of either houses of the Congress, or on its 
own initiative by the Commission. The President was 
then, authorised to approve by proclamation the 
recommendations of the Commission if in his judge- 
ment any changes were necessary to equalise the 
difference in costs ; and lastly it increased many 
duties on. §igricultural and indus^ial’ goods. This Act 
like its predecessor aroused a good deal of in^gnation 
in fqreigig gountries as an attempt on the part oTllie 
tTnited States to shut out the goods of other countries , 
and make them pay their debts and' interest in terms 
of gold. Since then the only important change made 
was that the President was authorised by an amend- 
ing^ of 1934 to reduce duties upto 50 per cent, jf 
such reduction was necessary in concluding commer- 
cial agreements with other countries to find markets 
for American goods. This was certainly ^jd^arture 
frorn the attitude of retaliation adopted in the Payne- ; 
Aldrich Tariff of 1909. / 

Thus from the beginning of industrial growth in* 
the United States industries have enjoyed high pro- 1 
tection. Its effects have been mixed. It is no doubt ‘ 
true that the immense industrial development of the 
/country, the utilisation of her equally immense 
resources and the employment of large population 
havq, been made possible by it. But at the same time 
its proliibitive character has stimulated the industrial 
trend towards monopoly with a view to exploit the 
|^l}5tess Tiofne market. Though laws have been passed 
ltd ,?heck the development of monopolies, they have 
not, been completely successful. Further^ protection 
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has been unfortunately jnixed up with politics. TarifI 
Acts were passed in quick successiim according to the 
changes in the party which held power. To what 
•extent political corruption exists it is very difficult 
to say. But the following words of Sir William 
Beveridge would probably appropriately describe the 
relation of protection to politics in the United States : 
“ In a protectionist country the development of indus- 
try is guided by politicians or by business men become 
politicians, by business men organising press Cam- 
paigns and lobbies ^getting secret or open representa- 
tives in Parliament ; the separate industries compete 
with one another, not in efficiency of production, but 
in political influence and in the technique^ pulling 
wires One may as well feel that Sir William had 
in his mind the example of the United States in 
writing these words. America set an example for 
other countries, particularly the European countries in 
framing their fiscal policies. The post-war world 
witnessed a race in economic nationalism which was 
in no small degree responsible for the severity of the 
Great Depression. 


Chapter XIII 

TRANSPORT, COMMERCE & LABOUR 

Growth of Transport ^ 

The development of the means of transport before 
the Civil War as discussed in Chapter XI has shown 
how they were vital to the opening of the country and 
the utilisation of her vast resources. T ^^e ^pt^rest jn 
the construction of roads suffered after the canals an d 
railways' were constructed as quicker means of trans-) 
1 : — ^ 

• H. Beveridge and others, Tariffs, The Case Examined, p. 23®-^" 
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port. For neeurly^ three-quarters of a century little^ 
progress was madfrin the road system. In 1890 they- 
again attracted attention when a “ good roads ” move- 
ment was launched in Chicago. Since then with the 
growing use of motor cars for transport, construction 
of roads received incfeasihg attention of the State and 
Federal governments. In 1913 the expenditure of the 
State governments on the construction of roads 
aftiounted to $ 37 millions ; another $ 137 millions were ' 
spent' by local governments. Consequently, between 
1916 and 1922 about 28,000 miles of roads were built. 
in 1926, on the basis of area and popul^ion, there 
were 80 miles of roads per lOO sq. miles and 2,550 miles 
of roads per 100,000 of population. i 

After the Civil War, the use of river and canal 
transport declined and railways began to attract more 
and more traffic. This tendency was no doubt caused 
By the better facilities offered by railways. Yet in-|| 
.spite of this decline, the construction of canals wasy 
undertaken where necessary. Thus the Capo Cod' 
Canal was built connecting the Buzzard’s Bay and the 
B^nstable Bay in 1914 ; in the same year the Houston 
Cjiiial was completed. Money was also spent on in- ^ 
creasing the utility of old canals. Unlike rivers and 
canals,’ the lake transport, however, became more 
popular. Steam and steel ships were introduced for 
carrying traffic on lakes and the total tonnage of goods 
carried by them continued to grow. In 1916 the total 
freight tonnage registered was _91,888,219. ^ 

The raUway development in the United States 
after the Cfivil "War progressed hand in hand with the 
development of material wealth. The railway nfiil6age;/( 
Whicii was 30,635 increased to about 250,000 in 1930. , 
It'^as, hp'vyever, unequally distributed over the cpun- ; 
1^. 'The region west of the Mississipi behefitted the 
|wst. The South which was neglected upto 18^ 
WQeived more attention in later years. Yet the nuTe- 



226 Modern Economic Development 

(r 

age in the South was not more than 25 per cent, of 
the total railway mileage of the country. 

One of the most important features of railway 
‘ development after 1860, was the construction of a 
railway connecting the Atlantic and Pacific seaboards. 
Such a project was thought of as far back as 3^834^ but 
it was dropped as being impracticable. But the sub- 
sequent discovery of gold in California and of silver 
• in Colorado showed the necessity for such a railway. 
The necessity of a transcontinental railway for keep- 
ing political control over the distant parts of the 
country was also brought home during the Civil War. 
The government, therefore, encouraged the project by 
giving money and land. It gave about $55 millions 
^ and 25 million acres of land. The project was com- 
pleted in 1869 and since then has been responsible for 
the development of trans-continental trade, the exten- 
sion of agricultural area in the west, the growth of 
mining industry and the immigration of a large 
population from Europe desirous of settling in xhe 
newly opened regions. 

The consolidation movement in lailways started 
before the Civil War. It was encouraged by two 
objects. Firstly, the presence of many short lines 
built by small companies subjected travellers to a 
good deal of inconvenience and, therefore, to over- 
rjpome it companies were consolidated to form a con- 
^ tinuous line. Secondly, combinations were also 
formed to restrict competition and ecdhojiiiise in 
costs of management. Such combinations generally 
brought under one control railways in a certain geo- . 
graphical area. The first combination of the former 
type was the New York Central formed In 1853 by 
combining 11 railways. Between 181 ^ aridT 'I8S8"flve 
other railways were added to this combine. ThejaB^ 
after many more combinations of this type w€^< 
formed. All of them had the object o# providini^^ 
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through line of travel and, therefore, did not arouse 
any public resentment. But after 1880, the object of^ 
combinations changed from mere provision of conve-; 
hience to travellers to one of eliminating competition^ 
and of securing a monopoly control over traSic.' Tlie{ 
devices used for such combinations were either an 
outright purchase of competing companies or of 
leasing of lines or of holding of stock of one company 
by another or of forming a community of interests in 
the fhanagements of different companies. Either one 
or more of these methods were used in combining 
different railway lines. The result of these combina- 
tions was that by 1906 seventeen systems controlled 
176,000 miles of railways out of a total of 228,000 miles. 
The most important systems^and the mileages control-, 
led by them were : i 


Systems 

Miles 

Vanderbilt 

21,300 

Pennsylvania 

20,400 

Morgan 

17,800 

Gould 

16,900 

Harriman 

19,200 

Hill 

21,300 

Rockfeller 

10,300 


The consolidation movement of the nineteenth 
century continued to make progress in the twentieth. 
Recently a merger was formed by the Van Swer ingen 
interests of Cleveland controlling nearly 14,000 miles 
of railways. But the consolidation of railways led to 
many evils one of which was discrimination in rates. 
I^wer rates were given to cities than to ports because 
of internal competition.* This le^. to opposition to- 
tSHway combination and a number of cases were filed 
in the courts against them. The public also demanded 
^that the state should intervene and safeguard its 
j^interests. In 1912 , therefore, by the Panama. Canal 
control of railways over water transport was^^ 

H la 



i 


2?8 Modern Economic Development 

prohibited. Two years after this by the Clayton Anti- 
Ti'ust Act owning of stock by one carrier in anothez 
was made illegal if its effect was likely to reduce 
competition. 

The general control of the government over rail- 
way companies was embodied in the State legislation 
undertaken as far back as 1869. But the first Federal 
legislation was the Interstate Commerce Act of 1887. 
This Act prohibited discrimination among persons, 
places and commodities ; pooling contracts were also 
prohibited and railways were forbidden to charge more 
for a short than long haul : rates were to be published 
and were subject to change only on a public notice : 
and tinallv they must be reasonable and just. If they 
were unjust and unreasonable, they were unlawful 
and would be a valid ground for suit for damages by 
the injured party. To enforce the provisions of the 
Act an Irilerstate Commerce Commission consisting of 
five persons was set up. 

The evils of railway management continued to 
persist in spite of the above Act. It was, therefore, 
amended from time to time. By the Elkins Act of 
1903, discrimination and rebating were more clearly 
defined. The "Hepburn Act of 1906 gave detailed 
powers of supervision to the Commission ; it laid down 
that the Commission should determine and prescribe 
the just and reasonable rates. The Mann-Elkins Act 
of 1910 gave the ^mmission power to suspend 
' changes in rates until it could hold hearings and deter- 
mine their reasonableness. A ^mmerce Court was 
also established to hear appeals against the decisions 
of the Commission. 

‘ When the United States entered the last 6reat 
W'ar in 1917, all the railways were placed under the 
Federal control and were entrusted to a director^ 
general. In 1920, they were handed over back toi 
their private owners. By an Act of this^ear faiv 
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reaching change’s were made in the control of the ' 
Federal government over railways. It permitted 
pooling agreements which were forbidden under the 
Act of 1887. The Interstate Commerce Commission 
was empowered to determine and prescribe Vhe maxi- 
mum fates. It was also authorised to work out a . , 
regional grouping of railways and to regulate capital- * 
ization. Further if the net operating income of 
railways exceeded 6 per cent, it was provided that " , 
half of the excess was to go to the government. The 
laibour clauses or~the’^Act‘ provided' for the settlement 
of workers’ disputes. It authorised the establishment 
of Railroad Boards of Adjustment for the settlement 
of disputes other than w^ages ; for settling wage dis- 
putes a salaried Railroad Labour Board was created. 
The law neither restricted strikes nor provided for 
compulsory arbitration, but urged workers to obtain 
settlement of disputes by arbitration or conciliation. 

The significance of railway developmeenj: in the 
economic progress of the country has been summed 
up by a writer by saying' that “ for year s „th?.-bisl£)ry 
o^ the railroads w as the history of the country The 
extensive cultivation "^of cottoii "in the South and of 
grain'ln the mid-West was intimately bound with the 
construction of the railways. With the mechanisa- 
tion of agriculture and the increase in the farm area, 
the home market was not sufficient for the American ■ 
farmers to dispose of all their produce. They had 
to depend on foreign markets to absorb a part of it. ^ 
But exports of grain at competitive prices could be . 
possible only if the railways provided a cheap means 
of transport. The farmers were able to secure cheap 
rates* because of the competition between railway , 
companies and the competitioji of water transport • 
L With railways . The railways aTso" wefe ^le to" qudte f 
to ieap rates begause^-oLihe mechanical improvemmts - ' 
Of"tne nineteenth and twentieth centuries. They also / t 



230 


Modern Economic Development 


helped farmers by building elevators for the storage 
of grain. Further when the transcontinental line was 
built and free land was provided under the Desert 
Land Act of 1377, ranches developed in the far West. 
Cattle traffic from these regions was favoured by low 
freights and increased size of wagons. After the in- 
troduction of the refrigerator car in 1878, the United 
States became an exporter of meat ~to European 
countries. Even the development of manufacturing* 
industries depended on the railway system b^ause 
raw materials and manufactured goods had to be car- 
ried over long distances. Lastly, the immigration of 
people from foreign lands and their settlement in the 
uninhabilated tracts of the country was rendered pos- 
sible by railways. Hence railways have played a 
vital part in the economic development of the United 
States. 

The .shi pp ing of the L^nited States engaged in 
foreign trade expanded after 1800 until it reached the 
figure of 2,500,000 tons in 1860 which was equal to the 
then tonnage of England. After the Civil War, because 
of the changes in the construction of ships, the ton- 
nage of the United States declined until in 1898 it was 
only 726,000. In the first decade of the twentieth 
century, however, with the giowth of export trade 
and the iron and steel industry, the tonnage registered 
began to increase. In 1914, it was 1,076,000. When 
jthe war broke out, the Congress made many changes 
in the conditions of registration of vessels in the 
United States. Consequently the tonnage registered 
increased to 2,191,700 tons. But even this was in- 
' adequate to cope with the export trade of the country 
and, therefore, in 1916 a Shipbuilding A.ct was passed 
and a Shipping Board was created. It was authorised 
to encQjirage construction of ships. In addition a^ 
the to'nn^e of foreign countries had declined ConaidezHp 
ably Because ‘of enemy action the need for a lar|( 0 ^ 
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tonnage for the trade of the United States was urgent- 
ly felt. By 1920 the tonnage increased to 13,189,000. 
In the same year a Merchant Marine Act was passed . 
to enco_urage the development of the American mer- 
cantile marine. Consequently in 1929 the total gross ). 
tonnage of the United States was 14,377,000. It was ^ 
only second to that of England whose tonnage in 1929 \ 
was 20,166,000. 


. '\-,\i!Sfhe Growth of Commerce 

J 

The period after the Civil War noticed a growth 
of both imports and exports. They were valued at ■ 
$353 millions and $316 millions respectively in 1860. 
By the end of the century their respective values were 
$ 875 millions and $ 1400 millions. Excepting a few 
years, during the period 1860-1900, the United States 
had a favourable balance of trade and she was able to 
pay off a paft of her old debts. The year 1900 was 
remarkable for the record figure of exports and also 
for the highest percentage of manufactures in exports. 
Thus the character of export trade had undergone a ' 
striking change and reflected the progress which the 
country had made in the previous decades. The per- / 
centages of agricultural and manufactured goods were 
respectively 62 and 35. With the development of the 
West, the exports of wheat, livestock and meat in- 
creased manifold. Cotton suffered a relative decline. 
Among the manufactures, there was a remarkable 
growth in the exports of iron and steel and their '' 
manufactures ; their value increased from $ 5 millions ** 
in 1860 to $ 121 millions in 1900. As regards the 
4irection of trade 74 per cent, went to Europe, 13 per 
cent; to North America, 4 per cent, to Asia, and 2 per 
cent, to South America. 


fa The imports in this period were characterised b.y 
n declining inaportance of manufactures. In 1860 they 
'i^Qni^utea nearly one-third of the import trade ; 
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in 1900 they were only one-sixth. On the other hand 
the proportion of raw materials increased from one- 
sixth in 1860 to one-third in 1900. Thus the character 
of both imports and exports fully showed the rapid 
industrialisation of the country. As regards the direc- 
tion of imports, 51 per cent, came from Europe, 15 per 
cent, from North America, 16 per cent, from Asia, and 
11 per cent, from South America. Thus the foreign 
trade of the United States was mainly with Europe. 

In the 40 years after the Civil War the internal 
trade of the United States expanded in volume and 
scope. In the absence of accurate statistics, the size 
of the trade could be gauged only from the volume 
of goods carried by the different means of transport. 
The volume of goods carried by railways increased 
from 26 million tons in 1860 to 594 million tons in 1900 ; 
the increase in Ihe traffic on the inland waterways for 
the corresponding period was about 64 million tons. 
Goods entering inland trade in their order of import- 
ance were minerals, manufactures, forest products, 
agricultural products, merchandise, animal products 
and other. The organization and methods of com- 
merce also changed according to the needs of the 
growing volume of trade. Big retail establishments 
like the department stores were started soon after the 
Civil War. The number of specialised middlemen 
handling goods in internal trade also increased and 
facilitated the distribution of the huge volume of agri- 
cultural and industrial products. 

In the Twentieth Century 

K the export trade of the United States before 
1900 had created a stir in the industrial circifes of 
Europe, the feeling in the early years of the twentieth 
century was one of panic. The course of foreign fradq 
in the period 1900-29 will be shown by the following 
figures for selected years : 
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Imports Exports 
( In million doll 2 irs ) 

1900 875 1400 

. 1914 1894 2364 

1917 2659 6290 

1920 5278 8229 

1929 4339 515? 

Erom the above figures it becomes clear that the 
import as well as the export trade was growing fast 
before the war. After the war broke out the growth , 
of the export trade was almost phenomenal. This C 
was no doubt due to the demand from Europe for 
foodstuffs, raw materials and munitions. The excess 
of exports over imports, which for the year ending « 
June 30, 1914 was only $471 millions, jumped up to 
$1094 millions in 1915, $2136 millions in 1916 and 
$ 3631 millions in 1917. When the United States enter- v 
ed the war there was a slight decline in the foreign 
trade, but when the war ended, the trade figures 
again jumped to unprecedented heights. This was 
partly due to the revival of European demand and , 
high prices. From 1920 there was a falling off in “ 
. foreign trade, more particularly in the exports of agri- • 
cultural goods, because of the rehabilitation of agricul- j" 
ture in the European countries. The import trade of l * 
the country, however, continued to grow and thus the 
large favourable balance of trade which was enjoyed 
for some years by the United States was narrowed 
down. 

The c haracter and direction of trade also hav e 
sho wed remarkable chsmges in the first three decad es ^ 
of the t wentiet h century. The exports o f man ufac-^ 
tured goods continued to ttr ow and accounted f o r ne ar-4‘^ 
ity halTof the tota l “e xport s. Among the agricultural 
exports, in 1924 .cotton alone’ accounted for 21 per cent. 
of exports^ tliie direction of trade also has changed. 
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^ Th e pe rcentage of exports to Europe declined from 
two-thirds of exports to nearly one-half ; the los^ fhus 
t occasioned” was made” up hy ' Increased trade with 
. North America, South America and Asia. In th e~im - 
► ports, the proportion of raw materials increased from 
one-^ird to one-half, while manufactured goods ac- 
counted for only one-fifUi. The direction of the im- 
ports like that of exports underwent a change. The 
imports from Europe declined from one-half to one- 
fourth ; the place of European imports was taken up 
by goods from North America, South America, Asia 
and Africa. 

With the rapid increase in the foreign trade of the 
country and the resulting prosperity of the peoj^e, 
the internal trade increased hy leaps ' and "E o^ ds. 
Though” accurafe~sfaflsllcs are difficult to obtain, a 
rough estimate shows that the value of such trade 
which was $ 20,000,000,000 in 1900, increased to 
$37,000,000,000 in 1910 and $103,000,000,000 in 1920. 
The unprecedented figure of 1920 is no doubt due_ to 
the high prices prevailing in the post-war years. On 
the basis of vahie in 1920- the Internal tr^e of the 
United States "was lafg'er'tTiah the totaTworTd’"tra’de. 
The organization and methods of commerce also im- 
proved to satisfy the demands of a growing trade. ' In 
1920 there were about 300 department stores^ ipOO 
chain stores and 100 maii-order estaWishments in the 
retail trade. The number of banks, insurance com- 
panies, storage houses and chambers of commerce also 
increased. Similarly, the growth of commercial edu- 
. cation and advertising . agencies helpeff "'Pie” Sfi^ient 
organization and sale of commodities. Thus the im- 
mense growth of commerce of the United States in the 
early twentieth century must be attributed to her 
untold material resources and the skill of her people* 

Since the depression of 1929 the foreign trade of, 
the United States has gone down considerably and. 
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inspite of the wide powers given to the President to 
enter into trade agreements, it does not show much 
improvement. The following figures show the value 
of exports and imports in recent years. § 

Exports Imports 

( In million dollars ) 


1930 

3,843 

3,060 

1933 

1,674 

1,449 

1937 

3,345* 

3,084 


The Trade Union Movement & Labour Legislation 

There was no organized labour movement before 
the Civil War though an attempt was made in some 
cities to start workers' organizations. The first ex- 
periment at combining workers was made in Philadel- 
phia and several trades organized the Mechanics’ 
Union of Trade Associations. Writing about this 
labour enterprise the Mechanics Free Press, labour 
journal, said : This is the first time that the work- 
ing men have attempted in a public meeting to enquire 
whether they possess as individuals or as a class any 
rights to say by whom they shall be governed ”, With 
the growth of industry, the example of the Philadel- 
phia workers was followed by workers in other cities 
to demand shorter hours of work, higher wages and 
better working conditions. But before the Civil War 
there were no important national organizations of 
labour formed in the United States. 

T he re asons for the ^ absence^ of a regular workers 
movement iay in their environmenfs. “ FifstT y, the 
transport and communication facilities were not ade- 
quate for the size of country. Secondly, the organiza- 

§ Thomson and Jones, Economic Development of the United 
States, p. 523. 

• Including re-exports. 
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tion of industry was much more simple than after the 
Civil War ; the size of manufacturing units was small, 
the division of labour was not minute and the touch 
between the employer and workers was not altogether 
lost. Thirdly, if a worker was dissatisfied with the 
conditions in industries, he had always an alternative 
opening in agriculture by securing cheap land offered 
by the state. And lastly, the habits of the people were 
simple, the leisure" Hass was not very large and there 
was, therefore, no rise of class consciousness among 
workers. Thus the economic conditions in the coun- 
try were unfavourable to the growth of national trade 
unions. Yet in the decade before the Civil War an 
attempt was made to form such unions, e.g., the Inter- 
national Typographical Union (1850) and the National 
Trade Association of Hat Finishers of the United 
States of America (1854). 

The Civil War, however, marked a turning point 
in the history of the labour movement. During the 
years of the war, because of the inflation of currency, 
prices rose very high, but wages did not rise propor- 
tionately. In 1865 the prices had risen by 76 per cent, 
as against those prevailing in 1860 ; but wages rose 
by 50 per cent. only. This had created great discon- 
tent among workers. Even after the war, the suffer- 
ings of workers did not end because of the tariff policy 
of the government. This growing unrest of the work- 
ers was aided by other factors. The establishment of 
the big factories and the introduction of minute divi- 
sion of labour tended to do away with the need of 
skilled workers and they were reduced to the ranto^ 
of the unskilled. Consequently wages offered were 
low. Side by side with this change the power of 
employers was growing and was widening the gulf 
bett^een them and workers. The workers had to 
organiz themsHves to prevent further deterioration in 
their economic position. This growing urgq for organ- 
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ization was helped by the spread of education and the 
development of the press. They facilitated the ex- 
change of ideas and the leaching of the aims and 
objects of organization and helped the promotion of 
solidarity in the ranks of workers. 

After the Civil War the discontent of workers 
was echoed amongst farmers. They were dissatisfied 
with the prevailing economic conditions ; they com- 
plained about bankers, railways and distributors. Thei 
unrest among them, however, was largely due to over 4) 
production and low prices and as soon as the lattei| 
improved the unrest disappeared. This movmeentj 
therefore, never showed great strength. 

For rea.sons mentioned above, the trade union 
activity of industrial workers became brisk during 
and after the war. Between 1861 and 1873 alone, 23 
trade unions were formed. Of the various national 
trade unions which were started after 1860, only two 
were very important : The Noble Order of the Knights 
of Labour, otherwise simply known as Knights of 
Labour, and the American Federation of Labour. 

The Knights of Labour was formed in Philadel- 
phia in 1869 by U. S. Stevens. Membership was 
thrown open to all workers irrespective of nationality, 
sex, creed and colour. T heir aims were to secure tc^ 
workers the fullest enj oym ent o f the 'w eaTtK creafedj 
1>£ tH'em an^' leisure for theJe'SffilDpment of. thgTlL ihtel-l 
lectual, social and moral facil it ies ; in short the work-', 
ers were to be enabled to s^are in the gains andl 
honour of the new civiUsation. 'TPb'afTam 'ffiSBSse aims;', 
they demanded : referendum in making laws ; starting 
of labour bureaus for the collection of information ; 
abolition of speculative sale of land ; laws that would 
ajpply equally to workers and capitafisls j compensa- 
■nbn for" injuries suffered through negilgeiice' on the 
‘part of employers; compulsory school education be- 
tween the ages' of 7 and 15 ; a graduated tax on incomes 
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and inheritances ; government ownership of railways, 
telegraph and telephone, and lastly the introduction 
fof an eight-hours day. They did not favour strike as 
la weapon to attain these aims. The organization of 
jfche Knights of Labour was highly centralised. Its 
tleneral Assembly had full and final jurisdiction in 
all matters. In 1886 its membership was 600,000. 

After an early success the Knights of Labour 
failed to make progress. The main causes of failure 
were: Jl), the aims were too idealistic to make an 
appeal Yo workers of average intelligence ; ^2) the 
excessive centralization of authority created j^lousy 
in the 'minds of subordinate officers and members ; (3) 
its political activities reacted on its work ; (4) the 
mixed compoSlion of its membership led to a conflict 
of views ; (5) its funds were frittered away on co- 
operative experiments 7 and lastly xf 6) after showing 
opposition to strikes in the beginnihg, if launched a 
number of merely sympathetic strikes. Thus the 
Knights of Labour failed to make progress for a 
variety of reasons. But all the same it must be admit- 
ted that it served a useful purpose in that it trained 
workers in organization and understanding of the 
importance of a definite programme ; it also brought 
to the notice of the public the existence of a number 
of evils in the industrial field. 

The American Federation of Labour was started 
in 1881 with a membership of 262,000 by a number of 
trade unions which were dissatisfied with the work 
of the Knights of Labour. The fundamental difference 
j between the principles of the two organizations lay 
mainly in the attitude to membership. While the 
first favoured the organization of members who 
belonged to a single vocation, i.e., wage-earners, the 
latter, the Knights of Labour, was prepared to allow, 
membership to all productive workers whether they 
received their compensation in the form of wages or 
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not. It believed that the divergent interests of indi- 
viduals could be harmonised in the interests of the 
whole even by ignoring their vocations. The author- 
ity of the American Federation of Labour was also 
less centralised than that of the Knights of Labour 
and the federating unions had more autonomy. Only 
matters of general interest came before the General 
Assembly. 

Tile aims and objects of the Federation were less 
idealistic than those of the Knights of Labom:. ItsV 
aim'was" fo 'pfomote the general interests of associated 
workmen. Workers’ conditions were to be improved 
by influencing public opinion and by peaceful and 
legal methods. It was not, however, opposed to the 
use of strikes, boycotts and unfair lists because it 
regarded them as the legitimate weapons of workers. 

It was also in favour of mutual aid and running a 
labour press. 

The membership of the Federation continued to 
grow from decade to decade except in years of depres- 
sion as the following figures will indicate : 


Year 

Members 

1890 

190,000 

1900 

550,000 

1904 

1,676,000 

1917 

2,371,000 

1920 

4,079,000 

1931 

2,889,500 


The American Federation of Labour remained the 
dominant labour organization until recently when 
splits occurred among the leaders on the question of 
policy. The A. F. L. believed in the organization of 
craft unions under the leadership of William Green, 
while the Committee for Industrial Organization ( C. 
I.O. ) ledj by John L. Lewis believed in the organiza- 
tion of uu^ustrial unions. The breach still remains 
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unbridged to the detriment of the interests of organize 
ed labour 

In t he nin eteenth century little attempt was made 
to organize unions of radical workers. In .1905 ^.Hqw- 
ever, one such attempt was made and the organization 
was called the Industrial Workers of the World. It 
was a revolutionary body based on the syndicalist 
doctrines of Sorel and believing in direct action to 
subvert the existing social order. Its membership was 
open to the skilled as well as the unskilled, and to 
natives as well as foreign workers. Its progress was 
very limited. In 1921, its membership was 100,000. 

Until recently there was no law which permitted 
the organization of trade unions and protected their 
interests. This was largely due to the individualistic 
character of American law which led the courts to 
declare unconstitutional any attempt on the part of 
legislatures to protect the working class organizations 
by statute. The legal position of trade unions, there- 
fore, continued to be uncertain and depended on the 
decisions of courts. Some of the decisions, however, 
had cleared the positionT* Thus strikes were illegal 
only when they involved defamation, fraud, actual 
physical violence or inducement to commit a breach 
of contract. Boycotts were illegal when they brought 

I Third parties into disputes by threats of strike or loss 
of business, publication of unfair lists or by inter- 
jference with interstate commerce. Picketing was 
illegal when it was accompanied by violence, intimida- 
tion or coercion. The trade union organizations, 
however, could not depend on these decisions as they 
could on a specific law, as long as the interpretation 
law was at the discretion of individual judges. As 
late as 1922 the Supreme Court decided in Colo- 

» Thomson and Jones, Economic Development of the United 
States, pp. 521-22. « 
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rado coal case that labour organizations, although 
uuLncorporated, were liable for prosecution under the 
gherman Law for restraint of interstate commerce 
andlHey could be also sued for their 'acts as an organ- 
ization. At last the NIRA recognised by section 7 
trade unions and collective bargaining. When the 
NIRA was declared unconstitutional, the rights con- 
ferred on labour by section 7 were embodied in a new 
Act known as the Wagner Act of 1935. 

A review of the trade union movement over the 
whole period, 1860-1933, shows that the number of 
organized workers has been small compared to the 
total organizable workers. An estimate made by 
Prof. Barnett for the pre-war period showed that while 
in 1900 the number of organizable workers was 21 
millions, the percentage of organized workers was 
only 3,5 ; in 1910 when the former number had 
increased to nearly 30 millions, the percentage of 
organized workers hardly increased to 7. Before the 
war, the total number of organized workers never 
exceeded 2.5 millions. After the armistice, the total 
number showed a considerable increase and was for. 
some time in the neighbourhood of 5 millions. Butj 
, with the effects of the depression of 1929-1930, the? 
number went down considerably and was estimated 
to be 2 millions in 1933. In this year not only was the 
movement poor in membership, it was even poorer in 
ideas. Further its progress was marred by sp]its .\ 
The Pr esident of^tjie A. F. L. had stated publicly^ t^atj 
^th file TaTTur e "of ind'u^y* and ffnance, Jhe c^^ see 
no fufure for^ American workers.* Thereafter 
tiiough there was some improvement in numbers, the 
position could not be regarded as very satisfactory. 

The causes which have been responsible for the 
slow growth of trade unionism, stated briefly, were ; 


*'Hug€, Jones & Radice, An American Experiment, pp. 124-25. 
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In the earlier period of the industrial revolution 
uT the United'States, the workers did not show hc^- 
lity to capitalism and they, therefore, never showed 
any inclination to combine agains it. The classes of 
the society were in a constant flux and a worker 
always cherished an unexpressed hope of rising from 
the class of workers to that of employers. (2^ ThsSre 
was always a chance, as said before, for a dissati^ed 
.worker to go west and become an agriculturist. ,This 
opportunity of course disappeared as years roll^ on. 

A very large portion of American workers was 
tess specialised and, therefore, could easily change 
employment. The mobility of labour has been no 
doubt a factor in the indifference of workers to organ- 
ization. C4j/The American worker, like his counter- 
part in Europe, could not make himself politically felt. 
The two great political parties, the RepuBRcah and 
the Democratic, dominated the field and could not 
permit the rise of a third party. In the United 

States labour has been regulated by the States and, 
therefore, there has been a diversity of laws and stand- 
ards in different States. The organization of power- 
ful national unions was rendered difticult because of 
the resulting differences in worker’s conditions. The 
American Federation of Labour remained the only 
national organization overshadowing others, 
body of American workers consists of imimgrants 
from various nations ; their languages have been also 
different ; and further they never lost altogether their 
migratory habits. Any effective combination among 
such a heterogeneous mass of workers became difficult. 

The organization of unions on a craft basis hfis 
D^n also one of the obstacles. The labourer has be^ 
migratory and has been aided in this habit by the 
introduction of labour-saving devices which reduced a 
skilled worker to the rank of the unskilled. This ten- 
dency ' no doubt facilitated his migration frcnn one 
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place to the other, but discouraged him from being a 
iTjjember of a trade union, because if he changed his 
trade, he had to change his union also. (8) Lastly, 
the' American workers have been unfortunate in tegard 
to leadership ; they have been unable to get more 
than a few real labour leaders. It is very difficult to 
say which of these causes has been very powerful, but 
their combined effect certainly has retarded the 
vigorous growth of labour movement like the one 
either in England or Germany. 

Labour Legislation 

Constitutionally the States are responsible for the 
passing of laws to protect the interests of workers. 
Before 1860 little activity was seen on the part of the 
Slates to protect workers though laws providing free 
education to children and for limiting the hours of 
work of children and women employed in factories 
were enacted in some States. 

After the Civil War the State labour legislation 
increased in scope. For want of space, only an outline 
of this legislation can be given here. The following 
are the main features of recent legislation : Protection 
of freedom of contract ; restrictions upon the employ- 
ment of women and children, including provisions 
regarding their health and comforts and provision of 
education to children ; protection of workers engaged 
in dangerous occupations ; compensation in cases of 
accident ; protection of workers in sweated industries ; 

. the minimum wage laws ; provisions regarding inspec- 
tion of factories ; laying down a procedure for the 
settlement of industrial disputes by arbitration and 
conciliation ; provisions relating to pay days and the 
nature of payment. As far as the hours of work of 
’ men are concerned, there has been great difficulty in 
restricting them by law. The courts have upheld res- 
triction 01 their hours in dangerous industries only. 
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Nearly half the States and the Federal government 
have introduced an eight-hours day for employees in 
public works. In 1916 by the Adams Law the Federal 
government fixed the basic working day at eight hours 
for railway workers in interstate commerce. * There 
has been little difficulty in limiting the hours of work 
of women and children. In seven-eighths of the States 
laws have restricted the hours of work for women. 
In some they have been eight and m others ten. Night 
Avork is also prohibited for women in some States. 
Provision is also made in some States prohibiting em- 
ployment of women for some period before and after 
chiid-birth. Now practically every State has prohi- 
bited the employment of children under 14 years of 
age ; their hours of work also have been regulated by 
a large number of States. In 1916 and 1919 the Federal 
government tried to legislate regarding child labour 
By the Act of 1916, commodities produced by children 
were debarred from interstate commerce. The Act 
was declared unconstitutional by the Supreme Court. 
Again in 1919 a Federal excise tax of 10 per cent, was 
introduced on the income of manufacturers who em- 
ployed children under certain conditions prohibited 
by law. This Act also was declared unconstitutional 
by the Supreme Court. Thus the attempts of the 
Federal government to legislate for labour were foiled 
by the Supreme Court. 

In the field of social legislation, no progress was 
made beyond the provision of compensation for inju- 
ries suffered by workers during the course of employ- 
ment. Till recently nothing was done to provide’ 
sickness, old age, unemployment and invalidity 
insurance as in some of the European countries. Some 
help of this nature, however, was provided by private 

* For changes made in this regard by the Roosevelt adminis- 
tration, see the next chapter. 
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employers, notably railways and by some trade unions. 
When the Roosevelt administration secured from the 
Congress legislation for overcoming the eifects of the 
great depression, emergency provision was made for 
relief to the unemployed and the indigent. The first 
important social legislation enacted by it was the 
Social Security Act of 1935 by which old age and un- 
employment insurance schemes were introduced and 
aid was provided for the better care of children, the 
blind, the physically handicapped and for better 
health. The circumstances leading to this Act and its 
provisions will be discussed in the next chapter. • 


Chapter XIV 

THE NEW DEAL AND AFTER 
The Economic Background 

When the Roosevelt Administration assumed 
power in March 1933, it \yas faced with a critical situa- 
tion unparalleled in the history of the United States. 
It had affected nearly the entire population of 139 
millions responsible for 40 per cent, of world’s produc- 
tion. The suffering of these people was all the more 
great because in the post-war period they had come 
40 believe in their perpetual prosperity and the dawn 
of the ‘ Golden Age’ of American capitalism ' SiiH- 
denly after 192i~tliey loimd that the superstructure of 
prosperity which had engendered these beliefs crumb- 
led with the foundations. They passed through such 
misery and sufferings as would have seemed incredible 
in the preceding period of mounting prosperity. In- 
dustry was depressed and leaderless. The fanners 
appeared to be on the verge of revolt. Ba nks collapsed 
right and left being unable to meet their creditors. 
The very people who in normsil times would not have 
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brooked any detailed interference by the government 
with their Social and economic activities prayed, for 
action with jthe hope that it would "be better than" the 
mere policy of drift waiting for recovery to come of 
its own accord. In such conditions Roosevelt assumed 
power as the President. 

The situation which faced the country had been 
‘ rendered critical by two sets of econo mic cir cum- 
•* stancesj^tHe on^wBTlch Had' brought about a sloVand 
} les s spe ctacular cEffige“"m tKe'pK 3 i^cS~facf^ of the 
cbiintry and outlook of the people requiri ng hewTon&s 
of social and economic organization tbe other was 
.•'the result of a depression unparalleled by any depres- 
'■‘sion in the history of the United States, not even the 
depression of 1873 and 1893. 

ij* As regards the first set of circumstances, the de- 
pression'of 1929-33 presented America with a situation 
which was complicated by a profound change which 
had taken place in the economic organization of the 
country. In the previous depressions, the last fron- 
tiers of agricultural development had not reached their 
limit and, therefore, the unemployed could make a 
living by breaking new soil. The markets in Europe 
were expanding and, therefore, the additional produc- 
tion easily found an outlet. In 1929, this situation no 
more existed. The frontiers of development which by 
expanding served as a cushion to absorb the economic 
shocks had already reached their limits. Unmindful 
of these changes the state had made no provision for 
the unemployed as in some of the European countries. 
Further during the past decades, while the industry 
was becoming more and more concentrated, thefe was 
no similar development in the” ranks of workers "to 
match . the power of employers. Tn England, the w ork- 
ers'Tiad secured many rights, from their employers by ' 
their power of organization. Th America^ the w<Kk> 
ers were helpless and could not protect their interests ,, 
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in a depression. They look^ to the state for protec- 
Sbn."' To complicate the" situation further, the WaU 
Sfree.t, had developed into a powerful influence con- 
troiling the destinies of industrial and other establish- 
menls. Banks in the tlhited States issued new securi- 
ties and controlled railways, industeial companies and 
in^f^nce concerns. Thus indiisfiy was intimately 
bound up with .banks and other financial interests, 
•nie organization of the New York stock exchange and 
its relations to the financial institutions were such 
that gambling and speculation in securities had be- 
come easy. Any disturbance on the stock exchange 
would have easily affected banks and industries and, 
therefore, the people. Thus the economic organiza- 
tion of the country was d^i^g^rously unstable. 

The second set of economic circumstances^arose 
ffom the"'8[ep ression of 1929 . Its roots lay iii 'the post- 
war. pr6sperity~onHe^ountry and the fundamental 
changes in the economic organization stated above. 
D uring the Gr eat War 'the United States became a 
cr ^itor country*" inste a d of. as for merly, a debtor^ 
country?” But th is change came ~so suddenly that she ' 
failed to acquire t he~ c reditor co moIeiP. i.e., read^ess' 
t(5TP¥cet^ imported . goods in payment for debt. The 
' tar iff wall als o prevented ]he payment for her exports 
in terms of goods. No doubt for some time’ she lent 
the StilrpTus’ balance to other countries, but this policy 
was not continue "for long. The world’s monetary' 
gqldiJherefOreHbegair'to flow in the post-war years to 
th§’ UhlTed States as the " creditor county and to 
France'as'the recipient of reparation payments. Those 
couSffife~~ \^l ch lost this gold had to deflate their cuf- 
ren cies and consequently their "pr ice Tivels "Regan to 
faff ~~ ~ . 

”*~In the United States, however, for some years 
before the crisis of 1929 everything appeared to go 
well:' Production outstripped all records. The an- 
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nual output of motor cars was nearly three millions 
and for every six Americans, men, women and 
.children, white or black, there was a motor car in use. 
Th^ unemployment of workers reached the lowest 
fi^re. Wages nominal as well as real increased. In*" 
the summer of 1 929 prospe rity rea che d its peak poi nt. 
This prosperity b red imju stifieij^Ti opes in the minds 
of~jp ^pK^gSSfdmg the profits d? in dustrial concern s. 
It leiT to ejccessive gambling on the stock exchange 
which was supported by banks and other financial 
institutions whose resources had increased abnormally 
because of the inflow of gold. Not only rich corpora- 
.fions in America lent money at high rates butjmoney 
was borrowed from England at fairly high rates. T^e 
Reserve Banks foundjheniselves unable to fcCfht rol th e 
situation because’ their^ action came top_ late. iLa tpr 
on when the yield of securities was found to be not 
equal to the rates of interest paid on the capital bor- 
rowed for their purchase, heavy liquidation of security 
holdings started. Prices collapsed. The appearance 
of perpetual prosperity vanished and the country was 
thrown in the grip of a" revere depression. 

' Main Features and Extent of the Crisis 

One way of judging the extent of the depression , 
is the resulting fall in the national income. No ac- 
curate statistics of the national income can be obtained 
because of the deficiencies in regard to component 
statistics and also because of the difficulties of deciding 
as to what should be included in national income. An 
estimate of it was however, prepared for 1929-32 by 
the National Bureau of Foreign and Domestic Com- 
merce with the help of the National Bureau of Econo- 
mic Research. According to this estimate the money 
incomes fell from $81,040 millions in 1929 to $48,952 
millions in 1932. But the cost of living index felj 
during the same period by 20 per cent, and, therefore* ’ 
partly compensated the fall in income. , 
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The industrial production declined bx.SO per cent f 
but in tenns of gross returns the fall was nearly 60 
per cent. The fall was the highest in the heavy cons- 
truction industries like iron and steel and the indus- 
tries producing durable consuraptiop goods like motor 
cars. The fall in these cases was as high as 80 per 
cent. In 1932 the profits of .heavy industries had 
fallen by 120 to 140 per cent, and thus they were 
actually running at a loss. The fall in the prices of 
industrial goods also was serious. The prices of capital 
goods declined by 70 to 80 per cent. ; those of consum- 
ers* goods declined by 30 to 35 per cent. The wages 
of workers followed the same trend. In mining and 
manufacturing industries the pay-roll decline was 60 
to 70 per cent. 

Tlie depression in industries affected the employ- 
ment of workers. The increase in the number of the 
rnemoloyed gives an indication of the severity of the 
depression. According to the A. F. L., the figures of 
the unemployed workers were as given below : — 

Year Unemployed workers 

1930 3,947,000‘ 

1931 7.431.000 

1932 11,489,000 

1933 11,913,000 

The unemployment figures given by the National 
Bureau of Economic Research show a more serious 
state of affairs. It reported the figure for 1932 as 14.4 
millions. The plight of the American industry was 
desperate. The measure of the crisis in industry was 
provicied, by an article published in the New Republic 
on August 3, 1932, under the title ‘Buy America for 
Five BiUfpn Dollars ’. What it meant” to”suggest was 
tHaFISie securities of the most important corporations 
which controlled the largest portion of American pro- 
duction had fallen so low that they could be bought 

»i ■ * 
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for a sum of five billion dollars which was not more 
than half the war debt of Britain. 
f The state of agriculture in this depression has 
been already discussed in a previous chapter. It 
would be sufficient to mention here that the decline in 
agricultural prices was nearly 60 per cent, by 1932 
and that the net annual return to the average farm 
operator after paying expenses of production, interest, 
’^rent and taxes declined from $847 in 1929 to $342 in 
1932. The farmers were also heavily in debt. 

As a result of the decline of agriculture and in- 
dustry, the financial structure of the country wa.s so 
adversely affected that the people were faced with 
unbalanced budgets of the government, an unpsiral- 
leled stock exchange collapse and a banking and 
credit crisis. During the years of depression the 
Federal budgets were unbalanced because tax receipts 
, declined with the fall in prices and trade and because 
,yat the same time the government was called upon to 
spend for the relief of people. The history of the 
stock exchange needs no repetition. Tlje . mark^ 
balloon which had gone higher and higher crashed and 
'recrashed. But this collapse of the stock exchange 
knocked the bottom out of the credit structure of the . 
country. The banks which were holding securities 
1 as collateral for speculative loans found the margins 
inadequate and were compelled to liquidate them. 
With this unloading of thSur security holdiixgs, the 
s prices of securities collapsed still further. The 
tiolf 'bf some of the smaller banks became very 
■'^precarious with continuous fall of security prices and 
the inability of borrowers to repay loans. At such -a 
time there started a panicky hpardi;^ of currency. 
Withdrawals from banks increased. There* was also, 
a shifting of deposits from the countryside to Netr , 
York. Nervousness of the depositors increased. Fttr** . 
ther withdrawal of deposits started. Banks, at leirt 
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the smaller ones, were unable to meet the situation 
because a large number of them were not members 
of the Federal Reserve Banks and could not expect 
any help from them. One after another they closed 
doors. The mortality was the highest among the non- 
member banks. Between 1930 and 1933 nearly 5000 
banks failed. 

Recovery Measures 

When the depression set in in 1929, the Hoover* 
administration in the beginning took the attitude that 
the depression would pass off if business men and 
indus'irialists did not lose their courage and continued, 
to employ workers as before to avoid a fall in the 
purchasing power. The government exhorted them 
to stick to this policy. »But when it was found that 
prices continued to fall and unemployment increased, 
the government decided to stabilise employment by 
spending more on public works. In 1931-32 the rate 
of expenditure of the Federal govermnent on public 
works was nearly dpubled. But with the fall in the 
tax-income of local bodies, their expenditure on public' 
works had declined. The net result was that the total 
governmental expenditure on public works m 1932 
was only two-thirds of what it was in 1929 in spite of 
the doubling of Federal expenditure. In th?, mean- 
while the position of agriculture, industry and com- 
merce deteriorated in a dKquieting manner. Financial 
difficulties were great and many institutions were on 
the verge of bankruptcy. In February, 1932, there- 
fore, the Reconstraction Finance Corporation was ' 
Started to give financial aid to agriculture, banking, , 
commerce and industry. In the first year of its work- 
ing it lent nearly $ 1000 millions to various institutions, I 
mainly banks, trust companies and" railways. The , 
‘financial policy of the Federal Reserve Banks was also 
directed to pumping more credit into the financial 
ijrstem. "Wie Hoover administration, however, failed 
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^ remedy the situation. In February, .Rank- 

ing situajtipn fbecg^if. inQre .critical and by the begin* 
ning of Mgrch banl^ in nearly all the States*^were 
closed or were operating with restrictions. At such 
a time, Pr esiden t Roosevelt at the head of the fisjno- 
cratic party”assumed power on March 4, 1933. 

The Roosevelt administration immediately set it- 
self to the task of saving the coimtry from further 
disaster. The objects of the new administration were 
described by President Roosevelt himself in the fol- 
lowing words : “ Our task now is . . the business of 
administering resources and plants already in hand, 
of seeking to re-establish foreign markets for our sur- 
plus production, of meeting the problem of under- 
consumption, or of adjusting production to consump- 
tion, of distributing wealth and products more 
equitably, of adapting existing economic organization 
to the service of people”. That task was no doubt 
difficult but the administration decided to apply its 
mind to it and to secure the necessary legislative 
powers, a special session of the Congress was held on 
the 9th March and it lasted till 16th June. Legislation 
Was enacted in quick succession on every phase of 
financial, economic and social life in the United States. 
The laws passed fall into two categories\j^' the first 
comprised of legislation relatmg to the immediate and 
urgent problems ; the second consisted of laws, stated 
in the words of the PresTdeRf himself, “ to, build ... a 
iqope lasting prosperity ”. The two categories Have 
been, described b 3 ' the titles jJRelief and Recovery^’ 
and'jy Reform and Reconstruction V TEe' Roosevelt 
policies contained in these laws have come to b^i 
known as the New Deal. The number of laws pass^ 
and their provisions would fill scores of pages if 
described in details. For want of space it is prop08e4 
to give them here only in their outline. 

When the administration assumed power the pro- 
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bl^^f jgiying relief to tho distxessed people was very 
urgent. Of the total normal occupied population ol 
49,500,000 nearly 14 millions were luiemployed. Even 
those who were in jobs were working only part time, 
In 1933 nearly 52 per cent, of 13,349 establishments 
which supplied information, were working part time, 
average reduction in hours of work was about 2? 
per cent. The Unemployment Rel ef Act of March 31 
1933, thereforef,- authorise the President to emploj 
the unemployed on public works, to provide them with 
housing and to furnish* them with such subsistence 
dothlng, medical attendance, hospital care and casl 
allowance as might be necessary. Further by th< 
Federal Emergency Relief Act of May 12, 193Jj a Fede 
ral Emergency Relief Administration was created 
under the supsffvision of a Relief Administration anc 
was empowered to make grants to States for the reliei 
of the unemployed. By the National Employmeni 
Service Act of June 6, 1933 a national system of public 
employifiehT'oflices to be operated by the Federal gov- 
ernment in co-operation with the States was inaugu- 
rated. In addition to these Acts the programme ol 
work creation contained in the NDIA was expected 
to aid the solution of the unemployment problem. A 
' number of government bodies were established to give 
effect to the provisions of the above Acts such as the 
Federal Administration of Public Works ( PWA ) , the 
Civilian Conservation Corps ( CCC ) and the Federal 
Civil Works Administration (CWA). 

Though substantial results were achieved by the 
relief measures, many defects were noticed in the 
administration of such temporary laws. No perm a- 
nent improvement in the unemployment position wae 
alio expected and, therefore, a demand was made foi 
a ’ perm^ent legislation introducing an insurance 
scheme. “CfoTOrmhent responded by enacting the 
Social Security Act of 1935. The main provisions of 
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tlm Act ar e : Federal grants to States iiiL 

4 ud of matemity^d child welfare, provision for 
blind, vocational rehabilitation of the physically ISiSii 
abled and the establishment and maintenance of publifl! 
health services ( although the measure did not maJce 
any provision for the introduction of a health insurai^ 
scheme), (2^jgrants to States which would introdi^ 
old-age insurance scheme approved by the Social 
Security Board appointed under the Act ; such grants 
would amount to fifty per cent, of the monthly allow- 
ances with a limit of $ 15 per individual ; the age-limit 
for such a pension was not to be more than 65 'before 
, 1940, after which it might be extended to 70 ; 
system of Federal old-age annuities by which quaimed 
persons on attaining the age of 65 after 1st January, 
1942 were to be paid a pension upto a maximum of 
$ 85 a month ; the funds necessary for the purpose 
.were to he raised by the imposition of a federal excise 
tthx on the wages of workers of certain categories ; the 
tax was to be paid in equal proportions by employers 
and workers ; it was expected that this scheme would 
supersede the States schemes ; and (4)/ the establish- 
ment of contributory unemploynient insurance 
schemes to be managed by States ; the funds necessary 
for the purpose were to be collected by imposing a 
Federal tax on all employers of eight or more workers 
on their pay-rolls ; the tax was to be 1 p.c. in 1936, 
2 p.c. in 1937 and 3 p.c. in 1938 and thereafter. After 
certain conditions were fulfilled by States, 90 per cent, 
of the employers' tax was to be credited to them. By 
1935 only 37 States had old-age pension laws ; of these 
only 16 had met the requirements of the Act and Six 
had laid down no definite date for the enforcement 
their laws. Only 8 states had enacted unemployment 
leg'slation. The initial opposition of States to th^ 
scheme was, however, being gradually 
The World Economic Survey for 1938 -^ j ayfy^^S^ 
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|,S(icial Security Scheme in the United States has 
''(teveloped in a number of ways ; Unemployment 
-benefit s were being paid in most States m 1938. and 
paid in aUotatM and ■femtdnes of the Union 
befoi% the end of iMd ; a special Act for ungmploy- 
mint insurance of jrailway workers has been passed ; 
all^ it hasHSeen officially proposed that insurance for 
old-age pensions should be exten ded to farm workers, 
dome^lfc servants, seamen and'^other" groups which 
have so far not been covered. ”* 

’ The direct ^tack of Hoosevelt administration on 
tile depression has attracted more attention inside 'and 
outside "the United States and has aroused the greatest 
storm of criticism against the New Deal. The reco- 
very programme drawn up to attack the depression 
consisted of in dustrial, aCTanan and monetary legisla- 
tion. In the industrial ^Tcf, the most importaht and 
otrtJStanding Act was the National Industrial Recovery 
Act’df June l'6th^_1933. Considered firorh a'wide angle, 
it wa^s_ a measurV which aimed at relief, recovery, 
reform” and perhaps reconstruction also. But consi- 
dered from a narrow angle, it was meant to reduce 
unemployment by stimulating activity in the indus- 
tries producing consumers * go ods. It was intended to 
attain this aim by reducing the hovys of work and 
fixing minimum wage-rates. These steps in their 
tuci:^ it was expected, would increase purchasing 
power_^and create more employment. 

The main provisions of the NTRA were : v|j^the 
framing of codes of fair competition bV trade associa- 
ti(^ or groups of employers in each industry and 
their approval by the President ; codes were not to be 
design^ in a manner likely to create monopolies oi 
to b|i^e^ or eliminate small enterprises ;,,^2),-where 

.World Economic Survey, (League of Nations) 1938-39, 
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such codes were not submitted, the President was, 

• given power to impose them on industries ; (3) the 
President was given power to license business ; failuxf 
to comply with code regulations“was to be penaOsed 
'by the withdrawal of licenses and hence the permis- 
sion to engage in interstate commerce ; i4) when codes 
were accepted, the industries concerned were to be 
freed from anti-trust laws; (^5) trade unionism and 
collective bargaining were pertfiilted to worKSte 
the President was given power to prescribe maximum 
hours and minimum wages ; (7) to protect industries 
working under codes from unfair competitiort from 
foreign countries, the Presidenf was authorised to raise 
tariff or prohibit the import of goods concerned; and 
finally, (8) until the adoption of codes by all indus- 
tries was complete, the President was given power to 
'protect the interests of industries which had adopted 
codes from those which had not during the transitional 
period. The task of carrying out the provisions of the 
Act was left to the National Recovery Administration 
and its head the Administrator. 

In a short time, 96 per cent, of the employers 
signed the codes. Nearly 500 such codes were formed. 
The average hours of work were fixed between 35 tO '- 
40 per week ; the wages for manual workers varied 
•between 30 to 40 cents per hour. Child labour under 
>«ixteen years was abolished and in ^nie ^ihgerous 
trades the minimum age limit was raised to 17 or 18 
years. 

^ The immediate effects of the NIRA appeared to 
be good. In ”1933 employment increased by 37 per 
*cent. and wages by 25 per cent. The industrial pfo- 
' duct^ipn also showed substantial rise. But thereafter 
periods of recovery and recession alternated. Even 
.-if it is granted that there was recovery, to what extent 
k it was dtfe to the NIRA could not be proved because.' 
♦here were other measures in the financihffield which 
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were working towards the same end. It must be, 
however, admitted that the psychological effect of the 
MRA was good in that it engendered in the people^ 
hope for recovery and turned their attention away^, 
from pessimism bred by the depression. But m 1935* 
the Supreme Court declared; the Act imconstitutional i 
in a case against a New' York' firm and, therefore, the 
dttefiirii^ratioh set up to enforce it had to be disbanded. 

But when the NIRA was declared unconstitutional, 
the clauses relating to collective bargaining and trade 
unions were rendered null and void. This was a great j 
blow 'to the rights of labour. R ut immedi ately ‘an-" 
other legislation was put through the Coingress'^ and^ 
wasToiown as the 'Wagner Act of l&35. ' It restore d to 
workers thejrights co'ftferr'ecT'By the "NIRA. ThS^ct 
received fKcTappfoval of the Supreme ^oiirt on April , 
12 , 1937 ^^ ■ . - - - . 

"As ‘far as the agricultural measures are concerned, 
they have been diwiissed in connection with the 
stabilisation of agriculture in chapter XI. It would 
be sufficient to' mention here that the most important 
measure enacted by the Roosevelt administration for 
raising prices was the Agricultural Adjustment Act of 
1933. Like the NIRA, ii waralsb'’decrare J uhcbhstitu- 


tfohal by the Supreme Court in January, 1936 and, 
therefore, the organizations created to enforce it had 
to be dis ban ded. All the same, as said before, con- 
siderable results were achieved by the agricultxiral 


3 so long as they were in force. 

; o bject of the monetary policy of the Roosevelt 
itratioh contained in a number of orders and 


liaws passed in the years 1933-35 was to bring about a 
rise in prices by increasing the amount of credit and 
culfesrK!Y"and by depreciating the dollar. As the cur- 
fency' panic of Marcfi‘,“T983 had led to a contraction of 
the volume of the means of payment, on April 5, 1933,‘ 
the Pre sjdjht passed an order forbidding hoar<fing_of 
a ' , 



Modem Economic Development^ 

gold ; it was followed by an embargo on gold exports 
*i£3 the abandonment of the gold stah'daifa" off April 
20, 1933. The consequent fall in the value of dollar 
and fhe rise of the price of gold raised an interesting 
^[uestion regarding certain types of contracts. One 
of the terms of bonds, mortgages and other obligations 
in the United States was that their principal and 
interest should be paid in dollars of certain gold con- 
tent, viz., 25.8 grains gold nine-tenths fine. If this 
clause was allowed to operate, with the rise in the 
price of gold, the total amount of all debt would have 
increased proportionately to the rise in the price of 
gold. On June 5, 1933, a resolution was passed by the 
Congress by which the gold-clause was made inopera- 
tive and debts were allowed to be paid in terms of any 
legal tender. It was, however, thought that the mere 
leaving of the gold standard might not help to raise 
prices and, therefore, the President was given more 
powers necessary for taking measures for raising 
prices by passing what is known as the Thomas 
Amendment to the AAA. By its terms the Presi dent 
was 'empowered 'to t^^pj^rr ange loFTb'e pitrch ^ or 
$ 300 0 million worth ’^vCTnmen t securities thr ough 
the Federal Reserve Banks to bHn^ ahodt ex^ nsion 
of cre<h t issue unto $ 3000 million worth tre asury 
note s r and redu ce the gold con tent of the dol lar 
by ffot more than 50 per ceiif! IJ^was also a uth orised 
to ffx a definlle- ratio "beTween gold and sil ver, t o 
provr<Je for unlimited coinage of siTvef'and To' acc^t 
war-debt payments in silver upto $200 millions at a 
price of 50 cents an ounce. 


As a result of the abandonment of the gold stand- 
ard and the policy of infiation followed by the Reserve 
Banks there was a temporary fall in the value of the 
dollar and a recovery in prices and production. The 
index number of prices rose from’ 61 (1929 = 100) in 
Rlarch, 1933, to 70 in July 1933 ; the indexiftf produe-. 
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-tion, also rose from 60 to 100, But this improvement 
was short-lived. Af ter July prices failed to rige ^(L 
the dollar contrary to ^bec tation, began to appreciate 
in SXCEange value. On Oct ober 22. 1&33. therefore, a 
new gbld'pdlicy was announced by which gold was to 
be jpurchased in the international 'Mafifeets ‘St "a |5rice 
hSgher than toe ruling price! Fy this step the ex- 
<!Eah^ "value 6i the doliat was to be forced down. 
TKTs poEcy did: n ot 'result in~a ny "suE stantiar ^e ini 
the* generatn^oce level andflEere fore, wai ’later op 
aba ndgfl'e d." ' 

'' In 1 934. the government again adopted a policy of 
/"e xpanding internal cred it and' forcing it into active 
use. Bv the G old Reserve Act of January. 12;^, all 
g old stocks of the country. were ordered to be delive red- 
to the tr easury' and in return its holders were gi ven 
gold cerfmcates. By an executive order, two days 
afterwards, the gold content of the dollar was reduced 
to 59.06 of its former value. Out of the profits aris^g 
from the revaluation of gold on the new basis, a fund 
to stabilize the dollar exchange was created. It •was 
expected that the "devaluation of the dollar and the 
dishoarding of gold would help to raise mice s. After 
' dealtog -with' the goET problem in the above m^her,^ 
the govefmheni” turned its attention to the silver pro- 
blem. By ‘the Sil ver Purchase Act of 19^, the~^!tea- 
svff^was ordered to p urchase silver a t a s ubstanf iaSI^ 
hlgfifer price”'untTI tl^jnwnetary resCTves oFtEe coun-| 
try or goio and Silver weireln the “prop bftion''6F th ree * 
to bli e:' nie gulil~airci silver policies of 19^ were 
3ir5cled to raise the purc hasing power in the hands 
,of ' the people." rn *1935 the de" facto" stabilization of 
dollar WSsTiaving its effect on capital which had fled 
the country and which again returned in large 
amoimts. The p rice level also sh o wed appreciable 
rise. ”* 

The ^mofietary policies of President Roosevelt 
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have been criticised on many sides. It was suggested 
that crgi^t expansion was an impracticable me^od for 
permane nt recovery . But the critics fail to realise 
that it is the monetary policy in many countries which 
has been able to bring about a substantial rise in the 
general price level. After trying other methods, 
President Roosevelt h ad no othe r alternative left but 
to resort to controlled in flati on. Controlled J.nfla^n, 
now ' called^eflatrohrc a hno t be regarded” as ”unwise_if 
, it courdnareak the vi cio us circle of depressmri. 

'f Measures discussed so far related to Relief and 
Recovery. But as stated before, reconstruction of the 
economic organization of the country was also an 
urgent problem. The United States have been des- 
cribed as “ a country with twentieth century equip- 
ment and a mid-nineteenth century socio-legal frame- 
work". When the weakness of the country’s econo- 
mic structure was seen in the years of the crisis, a 
Remand was made for the reform of the banking 
System and. the stock exchange among ofhe'r ’ institu- 
tions.' The Banking Act of 1933 was passed to “J)ro- 
vide a safer and more effective use of the assets of 
banks, to regulate interbank control, lo prevent undue 
' diversion of funds into speculative” operations' and for 
other purposes ”r With these aims, the Act separated 
deposit from investment bankmg, prohibited^ the 
payment of interest iipon demand' deposits and]]gave 
greater powers to the Fe'dei^al Reserve Bbar^ to con- 
trol speculative loans bT mehibe^TSanfo. Further a 
Federaf Deposit Insurance Corporation was organized 
an3~aii national banks were "c'ompelleSrTd'sub^iBe to‘ 
the scheme. Prom June 1, 193^, d^osits uptd 5 lO^QOO 
were fully insured ; amounts from $ 10,000 jto $ 50,000 
were insured iipto 75 per cent ij/aTr”im6unts aBove 
$50,000 were Insured u^'to”^0 per cent."' This schem e- 
proved helpful in res toring co nfidence of dep^si^OTs in 
b^is. Tnelrefonn 61 banking initiate d iiv 1933 wa s 
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continued further by the Banking Act of 1935. Jtt 

nriAdf* thp Ff>f]prAl JZl^Qsit Jn^i^nce Lorporatmin per- 
manent, and extended the powers 
lleserve™^oarcl over member Wankrf’ Md fih^ 
certSIF'^ianges m the Jb'edferal 

“ ^le^’gggm ^ passed to protec t 

i nvestors by compellm^ corpbrations to disclose the 
full nature of their s etjpii tuS;!!^"5tnngent conditions 
alsdlvere lard down regardmg the issue of new securi- 
ties. in 1934 the Securities Exchange Act was passed 
to" lay down riiles^for the conduct of stock exchanges 
and to ‘ forbid a number of speculative practic^^ To 
administS* both"Tlie*‘‘Acfs^ a Securities and Exchange 
Commission was established with necessary powers. 
Another reform measure was' the Robinson-Pat- 
Act of 1936 which amended section two of the 
Clayton Act to prohibit more strictly discrimination 
in prices by means of giving special discounts and 
allowances. These devices were being used by cor- 
porations to circumvent the anti-trust legislation and 
provisions against unfair practices. It has been al- 
ready mentioned that by the Wagner Act of 1936, 
labour organizations and collective ' bargaining have 
i^een permitted. This was a reform long overdue. 
*The trans port and conimunications sy stem was also 
reformed’ oy the ""filmergency Railroad' Transportation 
Act erf 1933. t hi s powers" were^ given to 

the Federal Co-OTdinator to _ p ro mote, . , economical 
working, to bring abduf fihahciai reorganization, to 
make possible reduced charges to the public and to 
impfove" conditions 'generally. 

The Measure of Recovery 

President Roosevelt, jvas,.ic*e-eletgted in ^November, 
fo r "ahgthgr period. By that time American reco- 
very jyas well on its way. The following” Federal 
Reserve Board index will show the measure of reco- 
very : ♦ 
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(Base 1923-25=100; adjusted for seasonal variation 

Aug. 1934 Aug. 1935 Aug. 1936 “Ij 


Industrial production 

73 

87 

107 

Construction contracts 

27 

38 

65 

Factory Employment 

79.3 

81.8 

88.6 

Factory Payrolls 

62.2 

69.1 

81.0 

Price Index 



All commodities 

76.4 

80.5 

86.6 

Farm products 

69.8 

79.3 

•83.6 

Foods 

73.9 

79.9 

83.1 

All except farm products 



, ^^nd foods 

78.3 

77.9 

'79.7 


*''' The above indices of industrial production and 
.•prices show that the economic position in the United 
States definitely improved as compared to the depths 
I of the depression in 1932. Recovery was not, however, 
’continuous but proceeded in a series of cyclical waves 
I consisting of periods of rise and fall. Even as regards 
idem&nd, it appeared gradually and for different types 
of goods at different periods. First there was an im- 
provement in the stock market ;”tlien the demand for 
consumers’ goods appeared ; and finally the demand ' 
for durable and semi-durable goods made itself felt. * 

In the meanwhile the v^orld economic conditions 
also showed recovery. Thus in 1936 the international 
trade was only 7*/^ points below the level of 1929. The. 
question, therefore, arises as to how much of the 
American recovery was due to the New Deal policies 
and how much to the world recovery. It is difficult . to 
separate the effects of the two factors because the . 
eco^my of no country to-day is shut out completely 
to fii^irje influences. But the world recovery in Itself ■ 
waMp^ly due' to the armament {^grammes, of. '■ 
It, therefore, follovrs i|||t ff ''’I| 

to world recover^ ^^ ^^iiitit^- V; 
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,pe aeiuea inai the Federal disbursements for relief 
and th e reflation pr ogr amme to brin ^ about credit ex- 
pansion and cheap »no”ey condition s ,fided the reco-, 
v ery atta^ed~in ^e United State s. 

But in appreciating recovery, its other side should 
not be lost sight of. The cost of the New Deal pro- 
grammes had been very 'great.' "TEe national debt of 
the COTintry' which' was* ' 500 , 000 , 060 " in 1933 mount- 
ed up -to $36,000,000,000 in 1937. This huge national 
debt itself may create a serious problem for the gov- 
ernmeiit and the industry in future. Another poipt 
which requires to be stressed is about uneilipftJyMient. 
In spite of a rise in productidfi arid prices, the number 
of the unemployed remained dlsquietiiigly’ liigfi. It 
was still in the neighbourhood of ten millions. Con- 
sequently the government expenditure on relief’ was 
still substantial. 


The New Deal policies of President Roosevelt, 
therefore, have aroused a great deal of conflicting 
criticism in the world. Though his flnancial policies 
were able to bring about a rise in prices and recon- 
stnaction of the banking system, they failed to stimu- 
late investment. "This was largely diue to lack of 


confidence of the public about th^uture, the shape of 


resident 





tiohatg riw lii em p i oyrn gHT Ind production, ^e 
ds^^Sd t6 ‘plan’’ apiculture al^ created an int^est- 
i ng situa tion. "When ftTbvIiahds of people were un- 
weieT'sKoR* of food, the agric^F||iral 
poEcy aimed at destruction of growing cimf or 
heductlffiar t iESb roduction. ' The critics, ther^oj^ sug- 
Roosevelt :6SE3n^T|S3|^the 
'of' American 'W3ino|AM)3i jNt 
the syniiStifet ' of '■M|pa|Mp4 
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malady. Doubts, therefore, have been 
.about the lasting nature of American recovery. *‘N<^ 
where else has there been such popular enthusiasm 
behind a government as President Roosevelt enjoyed 
when he arrived at the White House and yet, in no 
other country has there been so little progress towards 
recovery. Economic ills, like other maladies, are n ot 
cured solely by good mtentions j; . nor is it the. .mgst 
speHiicuIar“femedy, or the one which seems -t o g et 
to the point most ^[uickly, that is most likely t o pro ve 
successful. Much_ of PresHent Roosevelt’s e conomic 
policy h~as been fike tli e ~ wofir~^ a man* whJ thi nks 
th at the most:~b15v‘ioits"tr eat mcnt toF a patient su ffmng 
tfrom higb fev W is to put him into the refrigerator. 
N. rf'R. A.. A.A.A. , the reducHoh~or'RoitfS,~'t he atte mpt 
to rais ^ prices and wag es-^most' of lilsworlE has "bee n 
attacki ng the symptoms of malad.iusTment. rath er 
fh’Sn "its fundamental causes, and it is n ot su rpri sing 
th’aT yell-meant and specmd utar as"^ese' 'measi^s 
havOeE inE'eyl'^e;^^ m uch “fow^ 

solving th e real problems . * 

The Newest Deal 


As far as the second period of Roosevelt’s presi- 
dentship IS concerned, the world conditions were 
changing fast, and the United States was no dodht 
affected by them. Presidjent Roosevelt however had 
not given up his idea 6T leading the country to a last- 
^lillf prosperity as can be inferred from" his refiSiSence 
tfl“the"' "Newest Deal in his nfess^ge to flie Congress. 
He Urged the Congress to undertake a six years’ plan 
for the orderly development of the country and. to 
j^end for it a sum of $ 5000 millions. He was also 
bent on further reform programme, particularly the 
reform of the judiciary which had proved to 


• X4ewis, Scoiaomic Problems To-day, pp. 171-92. * 
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great obstacle in the recovery measures of the previous 

p^iod. ^ 

in the years leading to the present war, the reco-l 
yery in the XTnited States received a_shaip setback in ' 
August 1937. The recession continued upfo ‘January 
193& after which again condition s imp roved. The 
index of capital goods produHion declined from 99 in 
May 1937 to 42 in May 19^ and then recovered to 75 
in December' 1938. The fall in the production of 
consumers’ goods was not so se rious. Its index de- 
clined from 100 in May iH37 to in May 1938 and 
thereafter it improved to 97 in December 1938. ThCi 
agricultural production, however, was well maintain-* 
ed. The unemployment figure st ill remained di s- 
quietingly higET^ » ”” * > 

Of th^ legislative measures enacted before the 
present war started, two are... most important. The 
Farm Act of Februa ry, 1938 , ^fias been already discuss-' 
ed in chapter It wals intended to restrict^CTops j 
and raise p rices of agricu l tural go ods. It^was^an 
attempf“for^?W^ ih^ prUrclples or ihe AAA jivhich ; 
was declared unconstitutional by the Supreme Coiirt.’' 
By the Wages and Hours Act, otherwise known as the 
Fair Stanoard s /ici. oi i938 "^n attempt was again J. 
glide ffes NTRAI “principles to reduce hours ^ 
of work and to raise wag^. The maximum hours of<i 
work were to be reduced, isk, provided, from 44 hours 
a week in October, 1938 to 4ft nours- a week in October . 
1940 for workers engaged in\interstate commerce or 
in the production of goods efl^lering interstate com- 
merce. The Act aLso laid dowit .a schedule of mini- 
mum wages. T he ulti mate standa rd wa s to be 40 
c ents an hour for a 4D "hdure we ek. But wages were 
td" be raised gradually as follows : 25 cents an hour 
in the first year of the Act ; 30 cents an hour for the 
next six years ; thereafter (i.e., after 1945) the rate 

was to be diO cents an hour. Overtime Wag es were to 

«■ 
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, i||fe paid at a rate 50 p.c. grea ter t han th e normal w age 
ipate. Approximately 11,000,000 periohs~were likeiy 
'"to'lofe covered by this Act, The 25 cents an hour rate 
was already enforced in October, 1938. Th e value of 
this measure, w ill d epend on its efiect on the unemr 
ploj/Ttient situation. 


PART III 

Germany 

Chapter XV 

ECONOMIC DEVELOPMENT BEFORE 1870 

At the beginning-- of the nineteenth century Ger- 
many was a mere geographical expression. She was 
made up of 360 states which together were nominally 
called the German Empire but actually constituted a 
federation*- The number was reduced to 38 at the 
Vienna Congress of 1815. Even then it was too large. 
It was not merely the existence of a large number of 
states that arrested the growth of the country as their 
divergent policies and currency and legal systems. 
There was no uniformity in currency, weights and 
measures, taxation or lav/s. Each state had its owtt 
tariff system and some of them even had internal 
tariff and transit duties. Prussia which was the big- 
gest state had sixty different tariffs operating within 
her borders. Germany, therefore, as a nation did not 
exist. The first step in the direction of uniting these 
states economically was taken in 1834 when the first 
German Zollverein was formed by the majority of 
states agreeing to a common customs boundary undn* 
the leadership of Prussia. Complete unity, however* 
was not attained till 1871 when the German Emp^’ 
was founded. , 
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Agriculture was the predominant occupational^ 
the people at the opening of the nineteenth centu^P' 
liilost of the people lived in villages. In Prussia, the 
biggest state, three out of four persons were agricul- 
turists. If the population living in towns which was 
partly dependent on agricultuure was added the per- 
centage of agricultural population was as high as 
eighty. Conditions in other states were not very 
much different. The organization of agriculture was 
primitive. Land was not enclosed ; the three-field 
system of cultivation with winter grain, summer 
grain 'and fallow was common. As noticeed in -the 
case of England, the open-field and three-field systems 
of agriculture resulted in agriculture becoming stag- 
nant. In fact, they led io deterioration of soil and, 
therefore, of the yield. 

But the greatest handicap to progress was the 
existence of serfdom. Its influence, however, varied 
from region to region. In the northwest serfdom never 
took deep roots and before the Middle Ages were over, 
it disappeared. In the southwest it vanished more 
slowly ; by commutation of services serfs were gra- 
dually freed and by the middle of the eighteenth 
» century it had nearly disappeared. In the east of 
the Elb, however, conditions were different. Land 
in this region was conquered by the Germans and, 
therefore, was held in large parcels by lords on the 
manorial system. The size of farms was generally 
large and the lord required the services of his tenants 
for the cultivation of his own holding. The remain- 
ing land was held by tenants under different tenures. 
Most of them required that the peasants should render 
personal services to the lord. Serfdom in this region, 
therefore, reduced peasants to the position of virtual 
.slaves. The landlord, vulgarly called the Junker. 

' constantly made an attempt to increase his holding 
by the dispossession of small peasants. 
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j || R Frederick the Great of Prussia had begun the 
*Wirk of emancipating the serfs in Prussia by setting 
an example to others by freeing those serfs who work- 
ed on his own estate. But the progress was very slow 
and was halted after his death in 1786. Twenty years 
afterwards when Prussia was defeated by Napoleon 
in the battle of Jena, to regain the lost prestige, far- 
reaching political and economic changes were intro- 
duced in the country under the guidance of Stein and 
Hardenberg. In October, 1808, Stein passed a decree, 
known as the Edict of Emancipation, which provided 
for : (1) the abolition of serfdom from the whole of 
Prussia after October, 1810 ; (2) the removal of all 
restrictions on landholding, and buying, leasing and 
selling land which were intended in the past to pro- 
tect the power of the lords ; and (3) the fusion of 
classes by laying down that nobles may engage them- 
selves in citizen occupations and that citizens also may 
take to agriculture. The reform thus initiated by 
Stein was carried forward by Hardenberg, his succes- 
sor, by embodying in a law of September, 1811, pro- 
visions giving peasants complete possession of their 
farms held by them under different tenures from the 
lord. 

Thus the emancipation of serfs which was a 
condition necessary for the progress of agriculture 
was achieved, at least as far as the law was concerned, 
in the beginning of the nineteenth century. Its effects, 
however, were different in different regions. In Prus- 
sia, though serfs were freed by law, the complete 
destruction of serfdom could not be achieved imme- 
diately because of the backwardness of peasants and 
the opposition of the Junkers. Through their political 
influence they contrived to see that their interests did 
not suffer very much. Thus though permanent rights 
were conferred on peasants by the law of 1811, as a 
concession to the agitation of the Junkers^ it divided 
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the peasants into two classes, the one consistin|ipf J* 
farmers who held land by inheritable rights and!ffle^ 
other of farmers, who could not prove any such title 
to the land held and ordered that the peasants from 
the former class should give one-third and from the 
latter one-half of their land to the lord in lieu of the 
personal services which they owed him formerly. In 
anv case by giving land they could free themselves 
from .the abject slavery to the lord. In 1816, however, 
a further reactionary step was taken when by a royal 
decree the application of the principle of the law of 
181 1 was restricted to the farmers in the former class 
only. Others were made subject to the old laws and 
could be called upon to give personal services. Tak- 
ing advantage of the weakness of peasants in the 
second class, the landlord bought over their interests 
The declaration of 1816 continued in force upto 1850 
and, therefore, for over thirty years the land was 
reorganized according to its provisions. By the mid- 
dle of the century, the small peasants were reduced 
to the position of landless labourers. The^ size of 
estates also increased by the absorption of their land. 
Thus in Prussia there came into existence two main 
classes in agriculture, the one of landlords and the 
other of agricultural workers. 

In the southwest and northwest, however, the 
early emancipation of serfs had led to the establish- 
ment of small peasants on land. Thus in the south- 
west in the state of Wurtemberg, about 1880 out of 
440.000 landowners, nearly 280,000 were small pea- 
sants, with holdings of less than five acres. The per- 
centage of holdings over 250 acres was hardly 2.5 of 
the total. Similar conditions prevailed in Baden, 
jBavaria and the Rhenish provinces of Prussia. In 
all of them not more than 3 per cent, of land was held 
in large estates of more than 250 acres. In the north- 
west, small holdings characterised the agricultural 
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organization since long. Thus the emancipation of 
serfs was achieved in Germany in the nineteenth 
century, much later than in England, and became one 
of the factors responsible for the later progress of 
agriculture. 

In the half a century preceding the formation of 
the German Empire, agriculture made substantial 
progress. The credit for the introduction of improved 
methods goes to one Albrecht Thaer who published 
two important books advocating reform on English 
lines. His first book was published in 1789 under the 
title — Introduction to the Knowledge of English’ Agri- 
culture. He wrote his stUl greater work — the Prin- 
ciples of Rational Agriculture — ^between 1809 and 1812. 
Improvements in agriculture along the suggested lines 
came after the Napoleonic wars were over. The 
rotation of crops was changed and improved imple- 
ments were introduced. The knowledge of agricul- 
tural chemistry connected with the name ot Justus 
von Liebig was applied to agricultural processes with 
a view to increase the yield of land. The progress, 
however, was more remarkable in the east than in the 
west. The landlords in the east had greater intelli- 
gence and capital which could be applied to introdu- 
cing improvements. The size of the holding also was 
favourable. The Prussian government also took keen 
interest in improvements and aided them by the dis- 
semination of scientific knowledge. It helped agricul- 
tural education by establishing colleges. Cattle shows 
and exhibitions of implements were held regularly 
after 1835. In the southwest and northwest progress 
was very slow and if the farmer’s position improved 
it was largely due to the improvement in communica- 
tions after 1830. On the whole German agriculture 
showed conspicuous progress before 1870. Clive Day 
has summed up the progress by saying that “ Between 
1800 and 1870 the yield per acre of rye, barley, and 
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oats is estimated to have doubled, that of wheat to 
have increased by half. The productive area grew by 
the reduction of fallow, and taking into account both 
factors, the increase of area and the increased yield 
per unit of area, it is estimated that the product of 
German agriculture doubled and possibly tripled in 
the course of the nineteenth century.” * 

Like agriculture, industry was also in a backward 
state .at the opening of the nineteenth centiuy. The 
influence of the gild system was still strong and an 
artisan was prohibited from carrying on a trade in 
the cotmtryside without first having gone through *gild 
apprenticeship. He was required to enter first a gild 
in town and go through the prescribed number of 
years of training according to its rules before he could 
establish as an independent master craftsman. The 
system of gilds was no doubt weakened by the Prus- 
sian reforms after 1806. By the instructions of 1808, 
by the edict of 1810 and by a statute of 1811, the mono- 
poly and privileges of gilds were substantially reduced 
but the gild system was not entirely abolished. The 
liberal attitude of Prussia was copied by the other 
states of Germany. In 1845 Prussia introduced a 
further measure of industrial freedom, but after the 
panic of 1846-47, in 1848 a reactionary step was taken 
which amounted to reintroduction of the gild system. 
Fortunately for Germany this law was not strictly 
enforced and, therefore, the factory industry which 
had just made a beginning could make progress. In 
the decade preceding the Franco-German War, indus- 
trial freedom was completely established in Germany 
and the last vestiges of the gildi system were swept 
away. The continuance of the gild system in the first 
half of the nineteenth century was a great obstacle 
to the development of modern industry. If Prussia 


* Clive Day;, Economic Development of Modem Europe p. 26. 
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had not given lead in doing away with it, the develop- 
ment of modern industry would have been impeded 
for still many more years. 

There were other additional factors responsible for 
the slow progress of industries in Germany, The 
attachment of the German people to agriculture was 
so great that little attention was given by them to the 
adoptiopi of new industrial technique. In Prussia 
even as late as 1871, the percentage of population 
dependent on agriculture was as high as 65.5. The 
poverty of the people must also be reckoned with as 
another cause. This with the devastating eflfectv^ of 
wars had made accumulation of capital difficult. 
Banking facilities of the country were also poor. The 
modern joint stock banking development started in 
the second half of the nyieteenth century and facili- 
tated the establishment of modern industries requir- 
ing a great amount of capital in a mobile form. Ger- 
many was also politically divided and, as said before, 
each state had its own currency, laws and customs 
tariff. Until economic unity was achieved no pro- 
gress was possible. It was also true, according to the 
principle enunciated by Adam Smith that “ the divi- 
sion of labour is limited by the extent of the market ”, . 
that the progress of German industries was checked 
by the lack of adequate markets. The home market 
was limited because of the poverty of the people, the 
customs barriers and the lack of communications. 
Germany could not also hope to export goods on a 
large scale because she like England neither possessed 
a colonial empire nor an efficient mercantile marine. 
In addition, England which had an earlier start was* a 
serious competitor. Thus for a variety of reasons 
Germany’s industrial progress before 1834 was very 
slow. In that year the Zollverein was formed and 
for the purposes of trade Germany was unified for 
the first time. This economic unification also coin- 
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cided •Tsith Ihe improvement of commumcalions. The 
industrial progress, therefore, began about 1840, but 
became more marked after 1850. The rise of Ger- 
manv. however, as a first rate industrial country came 
after 1871. 

In the beginning of the nineteenth century, Ger- 
man industries consisted of many handicrafts and 
mining. With considerable iron resources in the 
coLintn tlie iron incLu.stry, though primitive in form, 
was long established. There were small iron smelting 
furnaces situated m forests where iron was smelled 
witii the use of charcoal. Some of them, of course, 
wciv.' nuite lai.ge and progressive. Thus a mine m 
Upper Sile.sia had jn 1800 six water wheels furnishing 
power necessar\' for running blast furnaces. Spinning 
and weaving aJso gave occupation to a large number 
of people. Many of them, however, practised it as a 
spare-time occupation. Under the influence of the 
Mercantilist doctrine, the state governments gave 
encouragement to industry because of the belief that 
either by exporting more to foreign countries or by- 
importing less from them or by satisfying home 
demand by the products of home industries the coun- 
try would be a gainer. The restnetionist policy of 
• one and all the stales was influenced by this belief. So 
also to encourage home industries by the introduction 
of devices perfected in other countries, in 1821 the 
Prussian government organized the Gewerbe Institute 
( Trades Institute ) which marked the beginning of 
a new era in industrial technique. 

Though there were a few crude factories in the 
beginning of the nineteenth century, the real develop- 
ment of factory, as said before, came after 1840 
Among the factories existing before, there were a few 
beet-sugar factories and spinning mills established 
during the years of the continental blockade. Ihe 
beginning of factory age after 1846 was no dotfbt 



274 Modern Economic Development 

facilitated by the comparative peaceful times enjoyed 
by the people and the general prosperity of the coun- 
try. The internal economic unity which was bi^gun 
by the Zollverein of 1834 was nearly completed by 1852 
when except Austria all other states had joined the 
customs union. The consequent removal of tariff 
barriers and the simultaneous development of com- 
munications widened the home market and offered 
the basis for the establishment of large scale factories, 
English technicians were engaged and English 
machines were imported to set up cotton, woollen anrl 
silk mills. The iron industry also changed rapidly 
and coke instead of charcoal began to be used in the 
smelting of iron. 

The main industrial progress of this period was 
in the textile and iron industries. The average con- 
sumption of cotton in the whole of Germany during 
the years 1836-40 was estimated to be 18.5 million 
pounds ; it mcreased to 56.1 million pounds in 1851-55, 
and 97.5 million pounds in 1861-65 ; just before the 
Franco-German war its total consumption was in the 
neighbourhood of 100 million pounds. About this 
time industry had reached such a stage of efficiency 
that England began to complain of its competition. 
The development of the other branches of the textile 
industry, woollen, linen and silk, was equally remark- 
able. The iron industry, as mentioned before, was 
long established in Germany but until the middle of 
the century its progress was slow. In 1847 in Prussia 
only 32 out of 247 blast furnaces used coke. But after 
this year its progress was rapid. By 1870 Germany 
surpassed Belgium and France in the product'on of 
iron. One of the usual methods of judging a country’s 
industrial progress on the modern lines is to measure 
the increase in the consumption of iron. By this test 
the progress of Germany was considerable. The fol- 
lowing figures show the increase in the per capita 
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consurfxption of iron in Germany as compared with 
the.U S. A. and England : 

* “ ^ (In kilograms. ) 



1850 

1860 

1870 

Germany 

11 

19 

38 

U. S. A. 

30 

31 

51 

England 

80 

122 

173 


The means of transport in Germany before IROO 
were very poor. There were no good roads connect- 
ing the various parts of the country. There were a 
few roads no doubt but they were built for military 
purposes. They resembled the king’s highways hi 
E ngland n the medieval period with badly construct- 
ed bridges facilitating the crosvSing of rivers. Even 
the powerful state like Prussia did not possess a good 
road system for various reasons. Her finances were 
depicted by the Napoleonic wars ; even if they were 
available, road construction was difficult because of 
the political differences and the lack of a good road 
metal. 

The road construction in Prussia started after 1815 
when she acquired the Rhenish and Westphalian pro- 
vinces from France when peace was con cuded. '’’Napo- 
leon was a good road builder and when these provinces 
were annexed, their roads supplied the model for the 
con.struction of roads and Prussia increased her road 
a^tivHy. The following figures show the progress of 
Prussian roads in the next quarter of a century : 

Road Mileage 

( 1 Prussian mile -= nearly 5 English miles. ) 

Total In Rhineland In Westphalia 


1815 

419.8 

147.2 

91.5 

1826 

668.5 

186.0 

160.0 

1831 

902.0 

200.4 

160.6 

1841 

1280.1 

261.1 

207.7 
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The above figures show how road development 
outside the two provinces was very limited at the 
time they were incorporated into Prussia. Thereafter 
road cijnstruction was extended mainly to central and 
western parts of Prussia. Prussia, however, gave in- 
creased attention to road construction after 1845, 
llir>ugli as railway construction proceeded rapidly 
road cc'n.slruciion i-eccived less and less attention. The 
roads in other pails of Germany developed after 1850. 

Tlie mtoinal waterways of Germany mainly 
con.sistod cl navigable rivci.s before the Empire was 
founde I Canni constj‘uc1n«M received attention, un- 
lifte (jI'ic’ countries, vciy L‘tc. Tlu era oi artificial 
waterv’-ys started alter IGOO. Germain, however, 
has been forlunatc in pos.sessing an extensive river 
.system There are six major streams— Rhine, Elb 
Weser, Oder, Vi.stula and Danube. Minor streams 
useful as v aterways are the Enis, Havel, Spree. Saalc, 
Main, Neckcr and Memel. The total length of navi- 
gable livers and lakes is approximately 6000 miles. 
The.se rivers were the cha^f means of transport for 
good.'* until the railways came. But their utility was 
reduced because of the political differences. When 
the ZoFlverein was formed, they began to be used 
across the frontiers of many slates. Steam boats were 
also introduced which carried larger cargoes. But 
the .spread of a railway network after 1835 affected 
the importance of both roads as well as waterways. 

The first railway l^ne in Germany was built 
between Nuremberg and Furth in 1835. It was fol- 
lowed by another between Leipzig and Dresden in 
1839. But the railway* construction of this period 
lacked any plan as each state was free to build rail-‘ 
ways as it liked. Hence earlier lines were designed 
to serve local interests. Rates and fares also were 
different in different states. Thus there was a good 
deal of rivalry among these railway lines. 
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The lead in consciously planning a railway sys- 
tem was again given by Prussia. She folhjwod a 
system of encouraging private railway co)’islruc!ion 
by giving direc t assistance which conFisted (T either 
a Durchasv of shares or guarantee (jf interest V7hen 
the v)f the government finances became fs'vcmr- 

able after 1P>42, it also planned state lints. The 
railway jnilia.go incrcavSed from 500 in 1844 Ic) ;>.5G0 
jn IwfiO. Between 1862 and 1866. the government was 
in need of ivioncv to finance the wars wnth Dfnrnaik 
end Austria ano, therefore, Bismarck again gi'mleJ. 
fc.iiee^'sions to };rivato companies very treely The 
remit of th s policv was that before the Empire Ibt 
ra.wat’ system of Prussia became very compl'c<hed 
There wore slate-built lines, state-subsidised lines, 
state-managed lines and private lines. Tn 1866 tlie 
total mileage vas 5.900. 

As regard.s other states Bavaria started with the 
policy of encouraging private hnes, but as the progress 
was very slow, after 1844 it took upon herself the 
construction of railways. Wurtemberg also decided 
upon stale action in 1845. Baden foUoworJ the same 
example. Thus in other states, railway construction 
* was undertaken either on state or private account. 
As a result of railway construction in IhiS period Ger- 
many possessed about 12,000 mil^s of railways in 1870. 

The development of railwa^^s in Germany speeded 
up economic progress. The prosperity of German 
agriculture and industry after 1850 was no doubt 
helped by the new means of transport. They were 
all the more important because the road system of 
the country was still imperfect. The role which the 
German railways played in her economic development 
in the middle of the nineteenth century has been des- 
cribed by Treitschke in the following words . “ It 
was the German railways which first dragged the 
nation from its economic stagnation ; they ended what 

t 
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the Zollverein had only started ; with such power did 
they break in upon all the old habits of life, that 
already in forties the aspect of Germany was com- 
pletely changed,... In this peaceful contest she was 
far ahead of all continental nations, with the sole 
exception of Belgium, ahead both of centralised Franco 
and wealthy TfolJand.’' 

The German mercant’le marine lield a very in- 
significant po.s’fi-'H in th's peiiod Most of the ‘ships 
were* woc^don sailing ships. M(n cover in the begin- 
ning of tlie nineieentli century, the German ship- 
biiild ri 5 ; indu-try declined iK^eause of the shortage of 
timber With the conslruciion of iron ships the ship- 
building actnily showed some revival, but at the 
time of tlie Franco-German war, the tonnage register- 
ed in Germans' was liardlv 95,000 as against 5,610,000 
of England and 1,070,000 of France. 

The Zollverein 

01 all the uH>b]>'ms that faced Germany in the 
Ocii'l} nineteenth century, the one that was most per- 
plexing was tliat of customs. The growth of German 
cemmeice wa.s hindeicd bv the oxisicnee of as many 
tanfi systems as the numbei of states. All of thern 
imposed proteciive dutic. not only on imports from 
foreign countrie.^ but even on inter-state imports. 
Some of tlie states had in addition internal tariffs. 
With these restrictions the normal expansion of trade, 
internal as well as exiernal, was checked and this had 
a profound effect on the agricultural and industrial 
growth of the country. 

After the defeat of Prussia in 1806, as said before, 
the reorganization of the country's political and social 
institutions was effected. At the Congress of Vienna 
in 1815 the number of states was reduced to thirty 
eight. Consequently the number of tariff systems 
was also reduced. But even then the existence of 
thirty-eight systems was very annoying and led Fro- 
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derick List to condemn it in the following words 
expressed from disgust : “ Thirty-eight tarifE walls 
impede internal commerce and have much the same 
effect as if every limb of the human body were tied 
up so that the blood could not circulate. To go from 
Hamburg to Austria, from Berlin to Switzerland, ten 
states must be traversed, ten tariffs studied, ten cus- 
toms duties paid. . .Most discouraging is this state of 
Ihinizs for men who want to work and trade. With 
envmns eyes they gaze across the Rhine where a 
great nation can trade freely from the Rhine to the 
Pyrenees, from the Dutch frontiers to Italy* without 
meefng with a single customs-house officer.” * 

Under the influence of Stein and Hardenberg who 
believed in free tra^de theoretically. Prussia became 
gradually inclined towards free trade. Accordingly 
some changes were made in tariff in 1810. But the 
urge for further liberalisation came after 1815. Her 
export trade in grain suffered a decline as a result of 
the imposition of Com Law duties in England ; and 
the competition of English fabrics was also driving out 
her linens from foreign markets. She was, therefore, 
in need of alternative markets. Further .she was con- 
vinced that the large smuggling trade could not be 
stopped so long as customs duties remained prohibiti- 
vely high. The unification of all states was worth 
trying for to increase the home market and to retaliate 
against foreigners, but it was immediately unattain- 
able because all the states had not reached the same 
stage of economic development and because some of 
them like Hanover were under foreign powers. She, 
•therefore, decided to begin unification of the states 
under Prussian influence. Frederick William III, 
with the guidance of Count von Bulow, the finance 
minister, passed a law in May, 1818 by which : (1) 


* Birnie, ^An Economic History of Europe, p. 72. 
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all internal tariffs were abolished ; (2) raw materials 
were placed on the free list; (3) a duty of ten per 
cent, was placed on the imports of manufactures : and 
finall^^ (4) all prohibitions except on salt and playing 
cards which were the monopolies ol Mie state were 
abolished. Thus the lead in the unincuiion mewement 
and liberalisation of trade was given ].>v Prussia and 
she, therefore, Cjualificd herself to be die leader of 
wdiole German Empire. The Prussian tariff of. 1818 
was probablN iho most liberal in the whole Europe. 

After lier fii^t success Piuss a pursued a policy 
of extending the boundaries of the Union by bullying 
some and cri«ding others; the states encircled by her 
( enedavos ) were forced into agreement with her. By 
1828 all the stales in the North entered tlie Prussian 
Union and, therefore, a customs union ol the North 
became an accomplished fact. Tn the meanwhile, 
other states realising the advantages of a customs 
uniiju werc^ negot.ating for suitable agreements 
am(mg themselves. A Southern Union was formed 
between Bavaria and Wurtemburg in 1825. In 1828 
the central states — Saxony, Hanover, Hamburg, Bre- 
men and BruHwSwdck — completed a Middle Union. 
Thus the formation of these three unions indicated 
that the day for a comnlete unification ol Germany 
was not far off. The Middle Union proved to be the 
weakest of the three and began to break up in 1831. 
In 1833 Bavaria and Wurtemberg joined Prussia and 
weie followed by Saxony. Negotiations were started 
with others and by the end of 1833 an agreement was 
arrived at between eighteen states covering a popula- 
tion of 23 millions. The first German Zollverein 
agreement came into force on January 1, 1834 when, 
throughout three quarters of Germany, long trains 
of laden waggons stood in waiting to cross the frontier 
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lines, with goods now for the first time toll free.” • 

The leader of the German Zollverein was Prus- 
sia. The agreement which was concluded among the 
eighteen states provided for; (1) the abolition of 
internal tariff ; (2) a common external lanil on the 
lines of the Prussian tariff of 1818 ; (3) the recogni- 
tion of the sovereignty of the constituent stales by 
laying down that the fiscal policy of the union shcuid 
bo determined by an annual congress of stale delc'galcs 
by a unanimous v('te , thus even a small si de couki 
veto any measuie by witliholding its suppoft to il , 
(4) the division of the proceeds of customs duties 
among the staU'S in the proportion of their population ; 
thus an advantage was given to smaller states to 
encourage them to join the union ; and finally (5) 
the gradual introduction of uniform weights, mea- 
sures and currency. 

Between 1834 and 1852 the remainJng states of 
Geimany excepting Austria jo ned the Zollverein. 
During the first decade of its life, the general policy 
showed signs of stiffening up protectK)n. But after 
the middle of the century, the wave of protectionism 
began to recede and an era of low tariffs set jn. This 
was no doubt influenced by the adopt on of free trade 
in England But the fundamental factor which in- 
fluenced the tariff policy was the growing political 
and economic power of Prussia. Her agriculturists, 
merchants and middle classes demanded free trade 
and these classes constituted the bulk of Prussian 
population. This does not, however, mean that the 
influence of the protectionist group had completely 
disappeared. After returning from America, Fede- 
rick List published in 1842 his book entitled the 
National Systems of Political Economy and advocated 


, ♦ Clapham ; Economic Development of France and Germany, 

P- 97. . 
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through its pages the adoption of a strong protec* 
tionist policy for Germany. He argued on the Mer- 
cantilist lines that the power of the state ought to be 
increased by the regulation of agriculture, industry 
and trade and by the sacrifice of individual interests 
in the interests of the community. He favoured pro- 
tection on another popular ground, the infant indus- 
tries argument. He feared that the development of 
German industries would be throttled by the severe 
competitum of England. The opinion of List was 
shared by many Germans. Austria unlike Prussia 
favoined high protection. If Austria was kept' out of 
the Zollverem, Prussia felt that she could go ahead 
wdth the liberal policy. 

In Austria anplied for admission to the 

Zollvorein The southern states also wanted that she 
should be admitted. Bui the interests of Prussia lay 
in keeping her out. There w^erc three alternatives 
before her : (1) either to conclude a trade treaty 
between the Zollverein and Austria : (2) or to admit 
her to the Zollverein and complete it ; (3) or to permit 
a separate Zollverein of the southern states and Aus- 
tria Prussia preferred the lirst alternative and a 
tr€.‘at> \vas Cvincluded w^ith Austria in 1853. W^h her, 
leadership kepi unafTected by the exclusion of Austria, 
Pru.-sia w(‘nt ahead vdth the policy of lowering tariffs. 
In ]8()2 the Zol]^^erein concluded a comprehensive 
trade treaty witlj France on the lines of the Cobden 
treaty between Prance and England signed in 1860. 
The treaty provided for lower duties and the most 

The rivalry between Prussia and Austria for eco- 
nomic supremacy came to a head when the latter again 
applied for admission to the Zollverein in 1865. A 
favoured nation treatment. 

war broke out betw^een the two countries and Austria 

was defeated by Prussia in 1866 and the former was 

altogether excluded from the German political system. 

( 
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When the Zollverein agreement was renewed next 
year, far-reaching changes were made by Prussia in 
it to facilitate her to continue her trade policy. The 
single body of state delegates was replaced by two 
assemblies, the one representing states and the other 
representing populations. Decisions regarding tariff 
changes which were required to be unanimous hitherto 
could thereafter be carried by majority votes. Thus 
the success of Prussia in retaining the leadership was 
a success of the free-trade policy. 

In addition to common customs arrangement, the 
Zollverein countries introduced other changes expect- 
ed to help the growth of commerce. In 1850, a com- 
mon law regulating bills of exchange was introduced ; 
in 1868, a common pokal service was introduced ; and 
finally common commercial institutions, weights and 
measures and currency (finally attained in 1870) 
were introduced. These measures were certainly use- 
ful in the expansion of internal and external trade. 

In the forty years before the Empire was formed, 
the progress of Germany was conspicuous if not 
astounding. The Zollverein was no doubt one of the 
factors responsible for it, but not the sole factor. 
Clapham points out that often a mistake is made in 
attributing the entire credit to the Zollverein. He 
writes : “ The acceleration in German industrial 
development which is percentible from about 1835, 
and conspicuous from about 1845, was certainly con- 
nected with the creation of the Zollverein in 
But how much was due to the Zollverein, how noirh 
to better roads and the first railways, how much to 
that of spread of knowledge which no tariff can s^np, 
cannot be determined. Many things which happe ird 
might have happened without the Zollverein. The 
tariffs of the German states before 1834 were impedi- 
ments, but not insuperable impediments, to trade. 
Men have* attributed economic results to the Zollve- 
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rein, of which it was not really the cause, because of 
its immense political significance. “ Post hoc, ergo 
propter hoc. Germany began to prosper about 1835,; 
therefore the events of 1834 caused the prosperity. 
The fallacious argument slides casil\ . No doubt the 
events of 1834 were u true cause of prospcnly. But 
they wore only one of many, and then strength can- 
not be measured”.*' It cannot be disputed tl^at by 
itself the ZolKeiein could P(it have aehu'ved all the 
results unless other factors like coiinnumf afions, 
enterprise and a nit.'d were favourable to tlie estab- 
lishment {)f ia]*ge scale industries. It is known that 
Germany was late m developing banking. It is after 
1850 that laige joint stock banks were established. 
The Disconto Gossellschai‘1 (18511 the Darmslaedter 
(1853) and the Berliner Hand(4s Gessellschaft (1857) 
which wore established after the middle of tl:o cen- 
tury, as the years in Ihe brackets indicate, followed a 
vigorous policy of encouraging ihe dcvclopm<'nt of 
Germany cannot be underrated. 

There were, however, two conspicuous rc'sults of 
the Zollverein which cannot bo underrated. Fiom the 
politiccal point of view the Zollverein seived a useful 
purpose. The loose confederation of states formed, 
in 1815 could be moulder! into a powerfu’ Empire in 
1871 because the way for it was paved bv the first 
stc)) n unity, Zollverein. In the days of the Empire, 
Germany could undertake naval construction and 
make a bid for colonies after 1885 because of the force- 
ful leadership of Bismarck and the growing power of 
the country. Germany’s emergence as a world power 
in the economic and political field was no doubt con- 
nected with the creation of the Empire in 1871. 

The second conspicuous success of the Zollverein 
is the stimulus which it gave to internal and external 


Ibid, pp. 96-97. 
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trade. There are no figures to show the extent of 
the growth of internal trade. But there can 
no doubt that with the removal of internal taiiif 
barriers and the growth of population the Lotal 
trade must have increased many times. As far 
as tlie external trade is concerned none of the Eoj-o- 
pean countries had an extensive foreign trade in die 
eail\ nineteenth century. Their commercial r'wAvy 
with fCngland started in the last quarter of the 
teenth .century. All the same it may be stated here 
tliat with the establishment of industries and impro- 
veinenl of agriculture, the value of Germany’s foreign 
tj-ade and its character showed marked changes.'*'- In 
1864, 24 per cent, of imports were acet^unted for by 
articles of consumption, 38 per cent, by raw materials, 
23 per cent, bv partly' manufactured goods or m ile- 
nals h)r mamifaclure and only 9 per cent, by finished 
g/'ods. On the exporl side. 52 per cent, of goods were 
manufactures, 23 per cent, raw materials and the lest 
.semi-manufactured goods or foodstuffs. Thus the 
effects of the changes m the country’s economy were 
fully reflected in the character of fore-gn trade 


-* Clivc Day, Ecoiifimic Development in Modern Europe, 
p. 2^7. The figures of imports and exports given in dollars are: 

imports Exports 
(In Millions Dollars) 


1834 

76 

103 

1854 

192 

239 

186G 

261 

333 
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THE PROGRESS OF AGRICULTURE AND 
INDUSTRY 

Agriculture 

The years of prosperity which German agriculture 
enjoyed in the period before the Empire was formed 
came to an end with the world crisis of 1873. There 
was a precipitous fall in the prices of agricultural 
goods in Germany* as in other countries and was ac- 
centuated by the growing competition of imported 
gram, meat and other products from Russia, Rouma- 
ma India, United States, Uruguay and Argentina. In 
the next twenty years the prices of wheat and rye, the 
two principal German commodities, ruled lower by 
14 and 11 per cent, respectively. The indebtedness of 
faimers also increased with their growing inability to 
meet the expenses of production and the household. 
To make the situation more intolerable, the supply of 
agricultural labour was declining and their wages 
wore rising This labour shortage was no doubt* 
created by the rapid development of industries which 
attracted workers from the countryside. The condi- 
tion of agricultural labourers in the previous decades 
was far from satisfactory and, therefore, they left 
their country home with the hope of improving their 
life in the cities where greater freedom could be 
enjoyed by them. The situation was more serious, in 
the eastern than northern or southern provinces be- 
cause the large landowners of the east depended on 
on hired labour for cultivation more than the peasant 
farmers of the north or the south. 
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The Junkers who were politically influential 
brought pressure on the government to give protec- 
tion to agriculture. The argument of national self- 
sufficiency was also pressed forward as the problem of 
feeding a growing industrial population was already 
becoming serious. Von Moltke declared that : “ When 
German agriculture collapses, the German Empire 
w 11 collapse without a shot In the meanwhile the 
posHion of industries had deteriox'ated and Bisiiuuck, 
once <1 freetrader, had to accept the principle ot pro-^ 
tection. When he brought forward a measure for 
industrial protection in 1879, the agricultural interests 
succeeded in winning him over as Bismarck ‘himself 
was a Junker and his sympathies were with the class 
to which he belonged. The agricultural interests, 
therefore, secured a substantial measure of protection 
in the tariff of 1879. This, however, did not improve 
the position of the small farmers, though large land- 
owners benefitted to some extent. But the industrial 
workers suffered the most as their real wages were 
reduced by the consequent rise in prices. The indus- 
trialists continued to oppose agricultural protection 
but without success. As the agricultutural position did 
no< ’mnrove substantially before the Great War, the 
^ tariff WHS maintained at a high level though some tem- 
por-T'^r reductions in duties were made in the period 
18P^ Tn spite of the depressed condition of agri- 

cuHure. the area under six principal food crops showed 
appreciable increase before the war as the following 
table shows : 

Year In million hectares* 

1880 21.7 

1891 22.1 

1900 22.7 

1906 23.0 

1912 23.4 


* A hectare is equal to nearly 2% acres. 
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Before the Great War the position of agricultural 
holdings remained substantially unchanged. Accord- 
ing to the Industrial Census cd* 1895, the holdings were 
distributed on the bavSi^ ol size as ffdlows: 


1 Hectares) 

Holdinqs 

r (V nt 

Hore.t in Hectares Per Cent. 

Under 2 


W) 

1 Pr»7.87C 

5.6 

2-20 

2/105,^40 

36.2 

13,Ci'6,655 

40.0 

20-1C0 


5 3 

y 8n8,367 

30.3 

Over ICO 

25.057 

0 5 

7,829.007 

24.1 

In the last dccadt ' 

the nificiecntli century 

how- 


evej\ tile Prussian ,c>o\'ei riment Linbarked on a policy 
of establishing sinail holdnig‘>. T\v(/ laws were enact- 
ed in 1890 and 1891 by wincli puvvei’ \,\as given to the 
government to purchase land anci give it in small 
allotments to permanent settlers The big landowners 
who did not find lancj paying sold it to the govern- 
ment in' taking advantage of the government s policy. 
B>' 1907 about 600,000 acres ol land were purchased 
out oC which nearly 300,000, acres wore given to actual 
settlers. The position of the Junkers, however, re- 
mained still strong because of the privileges conferred 
on them by the law of entail. In other states also a 
similar attempt was made but v'iihoul much success. 

Under the stress of falling prices and shortage of 
labour, however, great improvements were made in 
the methods of cultivation by introducing artificial 
fertilizers and machinery. Between 1890 and 1913, 
the use of potash salts increased fourteen-fold ; of 
super phosphates four-fold ; of basic slag five-fold : 
and of Chile nitrates two-fold. Germany could deve- 
lop the art of applying chemicals to increase yield 
because, in addition to the indefatigable efforts of her 
scientists, she possessed large deposits of chemicals/ 
She has almost a monopoly of potash with the large 
deposits of it found in natural form round Stassfurt. 
Similarly increasing use was made of farm machinery. 
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Machinery driven by steam or electricity was used on 
the large farms in the east though its progress in the 
south and the north was slow because of the limited 
means of the small farmers. The effect of scientific 
development of agriculture was seen in the efficiency 
of production measured by the yield of various crops. 
Clive Day shows how Germany was foremost among 
many countries regarding the yield of certain crops. * 
BUSHELS PER ACRE (AVERAGE OF 1903-12) 



Wheat 

Rye 

Barley 

Oats 

Maize Potatoes 

France 

20 

17 

25 

35 

19 

199 

Germany 

30 

27 

36 

52 


197 

Great Britain 

32 

29 

35 

48 

— 

228 

Russia 

1C 

13 

15 

21 

16 

105 

U. ?. A 

14 

‘ 16 

25 

30 

27 

96 


Agricultural education as the means of carrying 
scientific ideas to the agriculturists received growing 
attention of the government. A number of universi- 
ties imparted higher agricultural education through 
special departments established for the purpose. Ele- 
mentary education was imparted through agricultural 
schools. By the end of the last century 28 such schools 
were established in the agricultural regions. One of 
the interesting ideas of providing education to agri- 
culturists was the establishment of winter schools 
where they could go for learning improved methods 
during the slack agricultural season. In addition 
there were started what are known as continuation 
schools to which workers and small agriculturists 
could send their children after they had finished their 
elementary education. Before the’ war there were 
nearly 2,000 such schools. There is no doubt that 
these agricultural educational institutions played a 
useful purpose in the development of scientific agri- 
culture. 


* Ibid, p.^173. 


35 
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Another remarkable feature of the German 
culture is the skilful use made of co-operative institu- 
tions to help the small farmers. To-day there are co- 
operative societies in all branches of agricultural ac- 
tivity. The institutions supplying rural credit, how- 
ever, outnumber others. They were started on the 
Raiffeisen prmciples enunciated in 1848. Their liabili- 
ty has been unlimited. Originally no share capital 
was issued and there were no dividiends, but in later 
years some modifications were introduced in this plan. 
In 1912 there were 17,000 such credit societies with a 
membership of Wz millions. The Schulze Delitzsch 
13^30 of credit societies were started to supply the 
needs of urban population. But now they are also 
allowed to be started! m rural areas. There have been 
also societies for the purchase of farm implements 
and necessaries and the sale of farm products. There 
were also a large number of co-operative societies in 
the dairy industry. In 1911 there were in all 25,000 
societies with a membership of over 4 millions. Most 
of these societies are further organized into central 
unions of which three are most important, the Impe- 
rial Union, the Central Union and the Schulze- 
Delitzsch Union. 

Inspite of the extension of agricultural area and 
the increase in production, the Empire was not self- 
sufficient in regard to its food supply before the 
Great War. The population of the country had nearly * 
doubled in the previous half a century and its needs 
had proportionately increased. Although there was 
some improvement in this respect in the decade pre- 
ceding the war, in 1914 about 20 per cent., of German 
population was dependent on foreign food supplies. 

During and After the Great War 

When the war broke out in 1914, agriculture like- 
industries was called upon to supply larger amounts 
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of food as imports from outside were rendered im- 
possible by the blockade of Europe. Agriculturists, 
however, experienced great difficulties in regard to 
transport and chemical fertilizers. They received, of 
course, better prices because of the inflation of cur- 
rency. The food situation of the country, however, 
was not serious until 1916. Thereafter drastic cuts 
were made in civilian consumption and many people 
in cities were living a starved life. At the time of the 
revolution in 1918 the food situation was grave. 

During the years of inflation after the war, the 
agriculturists continued to enjoy a period of prosperity 
because the prices fetched by their commodities were 
high and inflation had nearly wiped out their old 
debts. But when the currency was stabilised in 1924 
and foreign competition reappeared, in spite of the 
high protection ranging from 30 to 60 per cent., the 
prices of agricultural commodities fell steeply. The 
fall was still greater with the coming of the depres- 
sion in 1929. The position of agricultural prices before 
the rise of the National Socialists is made clear by the 
following wholesale price index of agricultuial goods : 



(1928 = 

100) 


1925 

101.3 

1929 

98.0 

1926 

96.0 

1930 

89.0 

1227 

98.3 

1931 

19.2 

1928 

100.0 

1932 

68.9 

The physical 

< 

O 

of production 

during 


post-war years, however, did not reach the pre-war 
level. There were four main causes responsible for 
this : (1) Germany lost many parts of the country 
under the Treaty of Versailles which were agricultur- 
ally important. From the point of food production, 
the loss of Posen, West Prussia, and North Schleswig 
was serious ; they constituted roughly 15 per cent, of 
the pre-war arable area ; (2) there was a decline in 

t 
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the crop yields from 5 to 15 per cent, because of the 
shortage of fertilizers mainly attributed to the loss of 
Lorraine iron ore ; (3) under the treaty terms she was 
also called upon to make actual deliveries of live- 
stock and food ; and (4) finally the debacle of curren- 
cy and the burden of the reparation payment had a 
very demoralising effect on the farmers and, there- 
fore, improvements in technique were very slow. 
Angell therefore says that “ that insistent struggle for 
reconstruction and rationalization which has charac- 
terised the basic industries since the end of inflation 
has made little impression on agriculture as yet 
The position of agricultural production may be seen 
from the figures of production of the two important 
food commodities . t 

Production of Wheat and Rye. 

(In million metric tons) 


1909-1813 

Wheat 

9.6 

Rve 

3.8 

1919 

6.1 

2.2 

1920 

4.9 

2.2 

1921 

6.8 

2.9 

1922 

5.2 

2.0 

1923 

6.7 

2.9 

1924 

5.7 

2.4 

1925 

8.1 

3.2 

1926 

6.4 

2.6 

1927 

6.8 

3.3 

1928 

8.5 

3.9 


The above figures show that there was a substan- 
tial improvement by 1929 after an early decline, but 
with the coming of the depression the position again 
deteriorated. The index of production of the two 
commodities ( 1928 == 100) declined by 1933 to 79.2 for 

t Ibid, p. 423. 

♦ Angell, the Recovery of Germany, p. 252. • 
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wheat and to 63.7 for rye. The total agricultural pro- 
duction in 1933 was 16 per cent, less than in 1913. The 
effect of the agricultural situation was that Germany 
had to depend on foreign supplies for a substantial 
portion of her food requirements. 

The agriculturists who were hard hit by the de- 
pression borrowed amounts of money. The total agri- 
cultural debt in December, 1932 was estimated at 

12.000. 000.000 marks. But there was no proportionate 
increase in the farm equipment and, therefore, it can 
be assumed that a part of it at least was incurred for 
the niaintenance of the farmers’ families. It was 
also partly incurred for he payment of increased 
taxation. In 1913 the total taxation of agriculture 
amounted to 220,000,0(10 marks ; in 1932-33, as a result 
of the increasing burden on the government, the taxa- 
tion was in the neighbourhood of 500,000,000 marks. 
The interest burden of this debt amounted to 

1.000. 000.000 marks in 1931-32. In that year substan- 
tial reduction in interest rates was brought about by 
legislation, yet in the following years the burden 
remained substantially high. 

The agricultural situation was thus very critical 
in the post-war years, more particularly in the years 
1929-32. The government made an attempt to improve 
agricultural technique by carrying out an analysis of 
the technical means of production. An experimental 
station was set up in Saxony to study improved me- 
thods, and introduce them in German agriculture. It 
further carried out time and motion studies, standard- 
isation of agricultural machines and their parts and 
introduced better methods of grading, packing and 
marking. But none of these measures were of any 
avail in reducing the suffering of farmers from the 
depression. 

The depressed state of agriculture created a 
serious economic problem for Germany. Because of 
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it there could be no possibility of removing agricultu- 
ral protection. But its continuance had serious effect 
on the cost of living of industrial workers. Conse- 
quently their wages remained high. The ability of 
industry, which was struggling to re-establish itself, 
to increase its exports was seriously impaired. The 
tariff walls in foreign countries already placed insur- 
mountable difficulties in the way of these exports. 
And yet it was imperative for Germany to secure a 
favourable balance of trade for making reparation 
payments. Thus the financial position of Germany 
was rendered very desparate by the agricultural posi- 
tion at home. “ Agriculture has been says Angell, 
“ one of the weakest spots in the German economy 
since 1924, and one uf the principal sources of internal 
stress. The remedy, apart from an expansion of the 
demand for its products much greater than is probable 
in the near future, seems to lie in promoting the ad- 
vance of agricultural technique as rapidly as possible, 
both by educating the farmer in modern methods and 
by securing, probably from other countries, the addi- 
tional supplies of working capital which are needed.”*^ 

Industrial Progress 

The era of export capitalism started in Germany 
after 1871 when the Empire was formed. Though 
some industries had developed in the two or three 
previous decades their chief aim was to supply the 
home market. After 1871 the ideals of the nation 
changed, and Germany made a bid for world markets 
with the ultimate object of world supremacy. Re- 
garding the new ideals, W. H. Dawson says :t “ The 
last fifty years witnessed the decay and end of the 
old “ subjective ” epoch of self-absorption of concen- 


* Ibid, p. 253. For the steps taken by the National So- 
cialists to improve the agricultural situation, see chapter >DC. 
t The Evolution of Modern Germany, pp. 1-2,’ 
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trated, self-centred national life, and the opening and 
the triumph of a new “ objective ” era of external 
effort, beginning with foreign trade ambitions and 
culminating in ambitious foreign politics. This more 
than anything else is the distinguishing mark of the 
Germany with which the world to-day has to do — the 
abandonment of the old national forms of life and the 
resolute pursuit of world-aims and a world-career, 
with the determination, if not to win absolute primacy 
among the nations and empires of modern civilisation, 
at least to dispute such primacy with any existing or 
potential claimant ”, This supplies the key ‘to the 
marvellous achievements of Germany in the indus- 
trial field in less than half a century. 

One of the indications of the rapidity of industrial 
progress was the swift movement of the population 
from the rural to urban areas. Before the Empire, 
three-fourths of the German population was in rural 
areas. The absolute number of people employed in 
agriculture in the following years did not decline 
much, but the entire growth of population was absorb- 
ed in the growing cities whose number increased 
before the Great War. The number of cities with a 
population of over 100,000 was only 8 in 1871, but in 
1910 the same number increased to 48. The following 
figures show the growth of population and its distri- 
bution between the rural and urban areas : 

Total 

population Percentage of Percentage of urban 
(In millions) rural population population 


1871 

41 

63.9 

36.1 

1880 

45 

58.6 

41.4 

1890 

49 

57.5 

42.5 

1900 

56 

45.6 

54.4 

1910 

65 

40.0 

60.0 


The two pillars of German industrialism are coal 
and iron. All the successes which Germany achieved 
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in the industrial field before the Great War were due 
to the development of these two industries and, there- 
fore, it has been rightly said that “ Not on blood and 
iron, but coal and iron was the German Empire 
founded Before 1870, though the fields in the Ruhr, 
Saar and Saxony were being worked, the fields in 
Silesia were still untapped. It is after this date that 
progress became marked. Although coal mining 
developed late, Germany benefitted by England’s 
experience and as a result German mines were well- 
equipped, efficient and generally on large scale. As 
regards the production, in 1875 while Germany pro- 
duced 28 million tons, England produced 99 million 
tons ; in 1913 their respective figures were 273 million 
tons and 287 million tons. Thus German production 
was nearly equal to that of England which had an 
earlier start. The number of workers engaged in the 
iridustry increased from 120,000 in 1863-65 to 570,000 
m 1906. In spite of the rapid growth of the coal in- 
dustry, Germany did not export large quantities before 
the end of the last century ; it is with the beginning 
of the present century that she became a large scale 
exporter. In 1912-13 her exports amounted to 
20,000,000 tons. 

Germany possessed large iron ore dept)sits. She 
also possessed first class smelting coke in the Ruhr and 
abundant metallurgical knowledge. When the rail- 
ways were being constructed in the first half of the 
nineteenth century, the iron industry began to make 
progress, but it was very slow before the establish- 
ment of tile Empire. After the Franco-German war 
when the iron fields of Lorrain came into her posses- 
sion, ^he industry expanded rapidly. Subsequently, 
when the iron duties were reduced and were to be 
finally abolished in 1875, there was a crisis in the in- 
dustry. Out of 435 blast furnaces, nearly 210 stopped 
work by 1876. The competition of Bessemer steel 



Tl9€ progress of Agriculture & Industry 297 

from England threatened the industry at the very 
outset of its career. But in later years, two events 
gave the industry a new fillip. In 1878 the Thomas- 
Gilchrist process was perfected and was immensely 
useful to the utilisation of large deposits of basic ores 
which Germany possessed. And in 1879 Germany 
gave up her free trade policy and adopted protection. 
Thereafter its? progress was very rapid, so much so 
that by 1903 Germany surpassed England and the 
United States. The production of iron in the period 
1872-1910 is given below : 


In million tons 


1872 

1.92 

1 

1890 

4.62 

1878 

2.11 

1 

1895 

5.43 


1900 

8.46 

1885 

3.64 


1910 

14.79 


In the development of the iron industry like the 
coal industry, Germany benefitted by the experience 
of England. The German units of production have 
been large and well-equipped. The government also 
helped the industry by cheap railway rates. Ger- 
many began to export iron and steel to other coun- 
tries and became a serious competitor of England. In 
•1913 the exports of iron and steel and their products 
amounted to £100,000,000. 

Another industry which Germany developed in 
this period was the shipbuilding industry. As stated 
before, the German mercantile marine was small until 
the last quarter of the nineteenth century. It was 
less than 100,000 tons. Even Spain and France had 
a Jarger tonnage than Germany. Thereafter the in* 
dustry was established mainly at Bremen, Hamburg, 
Stettin, Danzig and Elbing. After 1880, by purchase 
and construction of steamships, the tonnage of the 
mercantile marine was gradually expanded. In 1900, 
her tonnage was estimated at 1,348,000 ; in 1910 it 
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reached 2,397,000. In the same year, the tonnage of 
the English mercantile marine was about 11.3 millions. 
Between 1910 and 1914, the industry was capable of 
constructing annually 400,000 tons of shipping. It 
gave employment to nearly 50,000 workers. 

Of the remaining industries, the two which show- 
ed the high scientific skill of the German people were 
the chemical and the electrical industries. In the 
development of the chemical industry, Germany was 
at an advantage because of her chemical deposits. It 
is Germany alone which has a Stassfurt with potash 
salt found in a very easy form. She also possessed 
other chemicals in abundance in Thuringia, Hanover 
and Alsace. Before 1871 the development of the in- 
dustry was small. In 1882, though small scale chemi- 
cal establishments employed about 35,000 to 40,000 
workers tiie basic chemical industry hardly employed 
15,000 workers. Thereafter the latter developed very 
swiftly and by 1907, gave employment to nearly 45,000 
workers. The progress of the chemical industry may 
be measured by the development of the potash and 
dye-stuff industries in which Germany remains un- 
beaten by others. The following figures show the 
increase in the production of potash : 


Year 

Tons. 

1871 

375,000 

1881 

906,000 

1891 

1,371,000 

1901 

3,535,000 

1911 

9,607,000 


The value of the exports of potash in 1912 was 
£2,000,000. The dye-stuff industry of Germany also 
{showed an unparalleled 'growth. In 1913 Germany 
produced three-fourths of the world’s dyes and its 
exports were estimated at £10,000,000. The importance 
of chemical industries did not lie merely in exports 
■which' were no doubt great, but in their help to the 
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development of German apiculture. The yield of 
German crops was comparatively high because of the 
application of chemical manure. 

The electrical industry also made an astonishing 
progress in less than half a century. With the grow- 
ing use of electricity in industries, transport and 
domestic lighting, the demand for electrical appliances 
increased vastly. The beginning of the German in- 
dustry may be traced back to 1847 when Werner 
Siemens established small works for the manufacture 
of telegraph instruments. Even as late as 1890 the 
industry had not expanded much but since ‘then it 
progressed rapidly and by 1913 gave employment to 
nearly 140,000 workers. In the same period the num- 
ber of establishments increased from 159 to 580. In 
that year Germany ranked first in the production of 
electrical goods and her share of world production was 
35 per cent. ; the United States and England were 
second and third, their respective shares being 29 and 
16 per cent. The industry was highly centralised and 
in 1914 was controlled by two concerns, the Siemens- 
Schuckert and the Allgemeine Elektrizitats Gesselle- 
chaf t ( General Electric Company ) . 

The textile group of industries — cotton, silk, linen 
and woollen — ^had shown development in the begin- 
ning of the nineteenth century, but then these in- 
dustries were in the handicraft stage and supplied 
a spare time occupation to the agriculturists. After 
1840, however, machinery began to be used in the 
manufacture of textile fabrics, but the growth of the 
factory industry was very slow before 1871. There- 
after the progress was very rapid. Between 1888-89 
and 1899-1900, the consumption of cotton increased 
from 410,000,000 pounds to 626,000,000 pounds. In 
1911, Germany was third in the number of spindles ; 
while England and the U. S. A. had 55,000,000, and 
and 29,500,000 spindles .respectively Germany had 
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10,500,000. Between 1908-12 the average value of 
exports of coarser yarn and twist varied between 
£1.5 to £3 millions and that of manufactures 
between £17.5 and £21 millions. During the same years 
she was also an importer of cotton yarn and manufac- 
tures which were valued about £9 millions. 

The silk inaustry made a similar rapid progress 
after 1871. By 1890, the number of power looms was 
5,400 ; in that year the handloom silk industry was 
still strong and the number of looms was 22,000. 
Thereafter the progress of the factory industry was 
rapid and in 1909 the number of power looms was 
9,900; hence the number of handlooms declined to 
2,700. The industry is concentrated at Krefeld. Be- 
fore the war the average value of exports varied 
between £7 millions to £10 millions. 

The linen industry was a handloom industry at 
the beginning of the nineteenth century; it was able 
to supply home demand and also export to foreign 
countries. But after 1815 the industry suffered from 
the competition of inij Orted cotton fabrics and failed 
to withstand it. After declining for some time, it 
showed signs of revival for a short period after the 
Zollverein. About 1840 machinery was introduced in 
it but without much success. After 1871 the intro- 
duction of machinery in the manufacture of linen was 
speeded up but the industry could not develop in the 
face of the competition of imported linen and cotton 
goods. 

The woolleti industry was also in the handicraft 
stage before the Franco-German war. Thereafter, in 
less than twenty years spinning became a factory 
industry, the progress of machinery in the weaving 
side was very slow until the end of the century, but 
thereafter it also became a factory industry. The 
hand spinning and weaving industry, however, did 
not completely disappear. By 1907, there were still 
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13,800 domestic weavers. Before the Great War 
exports of semi-manufactured and manufactured 
woollen goods were considerable and held the fifth 
place in the exported goods. In conclusion, it may be 
pointed out that though the textile factory industry 
made a rapid progress before the Great War; the 
resistance of handspinning and handweaving was 
great and they were not completely killed by the 
competition of the former. 

The optical industry furnishes another example of 
the scientific skill of the German people. Under the 
guidance of Professor Abbe and Dr. Schott, the in- 
dustry made a rapid progress before the Great War. 
The Prussian government also gave it its support 
after 1883. It has been able to produce more than one 
hundred varieties of optical glasses. One of the 
establishments which is known all the world over is 
the Zeiss works. The Leitz of Wetzlar has concentra- 
ted on the production of standard goods. The industry 
supplied nearly one-third of world’s production before 
the war. 

The above description of German industries would 
not be complete without the mention of scores of 
small industries in rural areas which have withstood 
the competition of factories and have contributed 
substantially to the national production. Among the 
products of these industries are included cutlery, toys, 
lace gloves, hats, clocks, knitted goods and embroidery 
works. They also supply spare-time occupation to 
the agriculturists. 

The foregoing brief survey of industries would 
leave no doubt in the mind of the reader about the 
marvellous achievement of the German people in less 
than half a century. The factors which were respon- 
sible for this achievement were many and it is not 
possible to assign them any order of importance 
because of the difficulty of measuring their effects. 
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One feels that this phenomenal progress was primarily 
achieved because of the change in the ideals of Ger- 
many. She discarded the ideals of mere intellectual 
pursuit preached by men like Goethe and Schiller in 
the eighteenth and the early nineteenth centuries and 
adopted the ideals of material and political supremacy 
among nations. As said before the aim of the Ger- 
man Empire was political ascendency in the world 
and to achieve it, it was necessary that the ideals of 
the German people should undergo a change. The 
efforts of German industries and financiers to spare 
no pains to make the German industrial organization 
perfect breathe the same new spirit. 

The attainment of political unity of the German 
people in the shape of the Empire in 1871 was another 
circumstance which must be given its due importance 
in the progress of Germany. Though the Zollverein 
had brought the German states closer, the feeling of 
nationality was still weak. Each state thought in 
terms of its own progress. In such an atmosphere the 
higher ideals just mentioned could not have taken 
roots. When the Empire was formed and the German 
people were united, they could be goaded on 
to a common ideal. A comprehensive co-ordinated 
national policy could be followed by the centralised 
government. This change became evident from the 
subsequent economic policy. The struggle between 
free-traders and protectionists ended by. 1878 and an 
era of conscious protectionism set in. Industries were 
given protection with the definite object of forcing 
their development. Similarly the transport policy of 
the state was directed towards the encouragement of 
imports of raw materials and exports of manufactured 
goods. Further the state devoted a good deal of its 
time and money to spread technical knowledge and 
the results of industrial research. 

The establishment of large scale industries in --a 
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country assumes among a number of factors, the 
availability of raw materials, capital, labour and mar- 
kets. As regards the first it may be said that Ger- 
many was fortunate in possessing large deposits of 
coal and iron ores which were extended by the 
acquisition of Alsace and Lorrain in 1870, As regards 
other raw materials, England had shown to her that 
they could be secured from the tropical countries, 
which were still undeveloped, in exchange for manu- 
factured goods. If England could build a system of 
export industrialism Germany as well could do it. 
Germany of course followed a different course in 
developing industries from that of England and deve- 
loped a national system of economy following ' old 
traditions based on Mercantilist lines. As regards 
capital the position of Germany was weak. It is a 
common habit with writers to attribute all the credit 
for the removal of the difficulty to the huge indemnity 
of five billion Francs received from France after her 
defeat. But one fails to understand how this accession 
of capital alone could solve the requirements of Ger- 
man industries for block and current capital. The 
explanation must, therefore, be found in the response 
of German people who had small savings and the 
banking system which was able to act on a bold policy. 
Veblen says in this connection : “ The chief diffi- 
culty so to be surmounted is commonly held to be the 
want of capital, understanding by that term funds 
available for investment. Such funds were not preci- 
sely wanting in the German case ; nor were they, on 
the other hand, to be had in abundance on easy terms. 
The habit of investment in industrial enterprise was 
also wanting, though such habit seems to have been 
readily acquired ; at the same time the banking facili- 
ties needed appear also to have been readily found, 
so soon as the business situation called for a more 
extended recourse to the use of credit served by insti- 
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tutions of this class This view makes it clear that 
the flotation of German industries was greatly aided 
by the German banking system which developed in 
response to their needs. 

As regards the other two factors, labour and mar- 
kets, the growth of population and the change in the 
commercial and colonial polic 3 ^ placed the German 
industries in a favourable position. The rate of 
population in the Empire was exceptionally high. 
Between 1871 and 1910 the population grew from 41 
millions to 65 millions. The increased numbers were 
absorbed in industries situated in the urban areas and 
thus supplied the labour force required by modern 
industries. The German workers were also intelligent 
and capable of efficient work. The adoption of a 
protectionist policy in 1879 reserved the home market 
which was growing with the growth of population. 
As regards the external markets, like England Ger- 
many had no colonies where she could find markets. 
Until 1871 Germany had given little attention to the 
building of a colonial empire. For some time there- 
after the same policy was continued as Germany had 
no navy necessary for the purpose. Bismarck had 
declared “ I am no colonial man But in the eighties 
Germany changed her policy of keeping aloof and she 
made a bid tor colonies in Africa. Germany gradually 
acquired wide areas m the East Africa, South Africa, 
Togoland and Canieroons. But these colonies did not 
supply all the markets that she needed. She made up 
this deficiency by her skill and competitive ability to 
cultivate markets in foreign countries in the face of 
competition of older countries like England. 

Writing about the advantages which German in- 
dustry enjoyed as compared with, for example, the 
English, Veblen says : “ In these matters the German 


* Imperial Germany and the Industrial Revolution, p. 189. 
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community was peculiarly well placed. The classes 
who were in a position to profit from these new ven- 
tures were accustomed by tradition to a relatively low 
return on similar industrial enterprises under the 
earlier regime, and so a given rate of remuneration 
would appeal more strongly to them than to a busi- 
ness community accustomed to larger returns ; the 
natural resources to be made use of, having been lying 
relatively idle, were to be had at relatively slight 
cost ; a supply of competent workmen could be had 
at very reasonable wages ; and last but by no means 
the least, the break with an earlier and traditional 
situation in trade and industry left German enter- 
prise hampered with fewer conventional restrictions 
and less obsolescent* equipment and organization on 
its hands than the corresponding agencies in any 
of the contemporary English speaking countries 
Thus in spite of her late entry in the industrial field, 
Germany was able to establish her position as a first 
rate industrial country before the Great War. 

Industrial Concentration 

For a variety of reasons as in the U. S. A. the 
tendency of modern industry has been towards large 
scale unit. “ The first distinguishing feature ”, says 
Bruck, “ of the units working to satisfy the demands 
of hundreds and thousands of millions of consumers 
of a multifarious nature is their size. Sometimes they 
have as many employees as some countries had in- 
habitants a century ago. Tn some branches of indus- 
try, the units are growing into large scale enterprises. 
It is of the essence of private economy, that this great 
apparatus should not only achieve the prime task of 
satisfying demand but also that the units themselves 
should be stable in their structure and should show 


• Imperial Germany and the Industrial Revolution, pp. 192-93. 
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a regular profit Like the American industry, the 
tendency of German industry was towards large scale 
unit. This was inevitable as many of the industries 
depended on exports and to keep them steadily flow- 
ing to outside markets it was necessary that the cost 
of production should be reduced by introducing all 
measures of economy. The tendency became more 
pronounced after the crisis of 1873. There are two 
aspects of this tendency: (1) the absorption of small 
units into large ones ; and (2) the establishment among 
large units agreements with the purpose of promoting 
mutual well-being by restricting competition. 

The first aspect would become clear from the 
number of persons employed in the units of different 
size. If the units are grouped into small ( with 10 
or less workers), medium (with 10 to 50 workers), 
and large ( with more than 50 workers ) , the percent- 
ages of workers engaged in them at the time of the 
different industrial censuses appear as given below ; 
this is the basis of dividing industrial establishments 
adopted by the Industrial Censuses. 



1882 

1885 

1907 

Small 

61 

47 

36 

Medium 

13 

17 

18 

Large 

26 

36 

46 


The above percentages show the relative pre- 
dominance of small industry over the large one in 
the early years of growth ; but in the later years by 
giadual absorption the importance of large units in- 
creased until by the time of the Great War a little less 
than fift> per cent, of workers were engaged in the 
large units. 

Though the tendency towards large scale units is 
sufficiently indicated by the above percentages, no idea 
can be had as to the actual size of enterprises in the 


t Bruck, Social and Economic History of Germany, p. 75. 
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last group. This would become to some extent clear 
from the findings of the Industrial Census of 1907. It 
revealed that in that year there were in Germany 1423 
establishments employing over 500 persons each; 
their average employment was 1080. Two years later 
there were, by classifying units according to capital, 
229 industrial establishments whose capital was in 
excess of 10,000,000 marks. The list was headed by 
the Krupp works at Essen with a capital of 180,000,000 
marks. The Krupp alone employed 70,000 workers 
and, as estimated by a painstaking writer, supported, 
if the families of workers were included, 250,000 per- 
sons. 

All these big unjts had grown to their existing 
size by the absorption of small ones. The tendency 
was more pronounced in the coal, iron and steel and 
electrical industries and banking. As a matter of 
fact there was no industry which was not affected by 
this tendency except the shipbuilding industry. 

The second phase of the concentration movement 
consisted in agreements among large establishments 
for centralised control-over-one or more of their acti- 
vities connected with production and distribution. 

• Such agreements intended to check the destructive 
force of competition were executed in the continental 
countries and assumed many forms. First they ap- 
peared in England and then in France. In Germany 
they assumed a general and elaborate form and 
became a distinguishing feature of her industrial 
capitalism. This tendency, however, was inevitable in 
large scale capitalism based on private economy. 
“‘The economic system of modern times”, says Levy, 
“ shows that it was not individual competition which 
stood on the threshold of modern industrial capitalism. 
On the contrary, the early period of modern industrial 
capitalism was characterised by monopolies in many 
, of the ‘new’ trades, andl by capitalist domination over 
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the guilds through some sort of putting out system*” 

The movement towards such agreements started 
after the crisis of 1873 when the heavy industries 
found that the prices of their goods fell steeply and 
that the huge capital which they had sunk m their en- 
terprises had become unprofitable. They were there- 
fore impelled to come together to demand protection to 
their industries. They secured protection in 1879, but 
to their surprise they found that the fall in prices did 
not stop. The industries had grown so rapidly that as 
a matter of fact internal competition was ruining them. 
Hereafter, therefore, agreements to check local com- 
petition and stabilise industry became a common fea- 
ture. Before protection was given, the agreements 
which were formed were characterised as the ** off- 
spring of poverty”; after protection, Professor 
Schumpeter calls them as “ the offspring of protec- 
tion But as will be evident from the number of 
agreements in the different periods, they were not 
only popular in depression but were also formed in 
periods of prosperity as between 1888-91 and, there- 
fore, it would be right to say that combinations im- 
mensely suited the temperament of German indus- 
trialists. 

Such agreements were generally signed between 
independent entrepreneurs. They took mainly three 
forms. In the earlier period an arrangement known 
as the ‘ interest convention ’ was arrived at between 
independent competing producers. It generally relat- 
•ed to prices and markets and sometimes even to the 
pooling of profits. Later on these loose verbal agree- 
ments gave place to more definite written legal agree- 
ments and came to be known as cartels. Even in this 
form there were a number of variations. Some agree- 
ments merely controlled delivery of goods and condi- 
tions of payment as in the textile and certain finishing 
trades. Another form of cartel, known as the ‘Kal- 
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kulation * merely laid down uniform methods of cost- 
ing for the purpose of arriving at the final selling 
price. A more advancedl form was the ‘ Production ’ 
cartel which controlled output and prices and some- 
times even markets by allocating certain regions to 
the constituent units. The highest form of cartel was 
the ‘ Syndicate ’ in which all the output of indepen- 
dent entrepreneurs was entrusted to a selling office 
and the role of the producers was merely restricted to 
production. 

The cartel movement was not very strong before 
1877 inasmuch as there were not more than J4* active 
cartels in that year. Thereafter the movement spread 
widely and by the end of the century the number of 
cartels formed reached 350 out of which 275 were 
active. Of these cartels 76 were formed between 1879 
and 1885 and 120 between 1885 and 1890. This large 
number of cartels formed before 1890 was attributed, 
as said before, to the distress of German industries. 
But after 1890 when conditions of prosperity reappear- 
ed, the movement did not stop. Its progress continued 
for the next two decades and by 1914 there were 385 
active cartels in Germany. Of these 62 were in the 
iron industry, 19 in the coal industry, 11 in other 
branches of the metal industry, 31 in the textile indus- 
try, 132 in the brick and tile industry, 10 in the glass 
industry, 17 in the food and tobacco industries, 11 in 
the wood and paper industries and the remaining were 
in miscellaneous industries. These figures are suffi- 
cient to indicate the strength and the scope of the 
cartel movement in Germany. 

The imposing array of figures of cartels in differ- 
ent’ industries, however, cannot show the true nature 
of industrial organization that came into existence. 
On the contrary it may be said that there is no field 
of economic organization in which figures prove or 
e3q)lain so little. The distinguishing point of com- 
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binations is their power to control industry and hence 
their importance can be realised only by studying the 
^unount of production controlled by them. It is not 
possible to describe here this aspect of all the cartels 
for want of space, but some idea could be had from 
examples of the coal and steel industries. The 
Rhenish-Westphalian Coal Syndicate (1893) control- 
led the entire coal industry of Rhineland and West- 
phalia. The Steel Works Union (1904), Dusseldorf, 
controlled practically the whole of the steel industry. 
The attitude of the German government towards 
cartels was ambiguous in the beginning. Though in 
theory it proclaimed itself to be in favour of free 
competition, in practice it occasionally supported them 
as in the case of the Potash Syndicate or the Rhenish- 
Westphalian Coal Syndicate. The cartels also receiv- 
ed an indirect support from the state in the form of 
commercial and transport policies directed towards 
helping trade. Nothing was done to interfere directly 
with private enterprise. 

The cartel movement gave rise to mixed effects. 
It brought about steadier conditions in the industrial 
structure of Germany. Industrial concerns were able 
to maintain steady employment by keeping the volume 
of their production steady by following suitable price 
policies. Sometimes they charged higher prices to 
Tiome consumers and dumped goods in foreign mar- 
kets. Such differentiation in prices was made possible 
by protection. Where certain concerns joined cartels 
voluntarily, they were allowed to share in profits ; if 
they were, however, to face unrestricted free com- 
petition, there was little chance for them to survive. 
When necessary, some of the syndicates closed the 
inefficient plants and w'orked only the efficient ones 
under their control. Those concerns which were 
closed continued to receive a share in profits, but even 
then the syndicates benefitted because the closure of 



The progress of Agriculture & Industry 311 

such plants helped them to improve prices. When 
the price-struggle entered the international field, it 
led to the formation of international cartels and the 
protection of the interests of industries concerned. 
The examples of industries in which such cartels were 
formed were potash and iron and steel. Though no 
one disputes that cartels helped German industries to 
forge ahead, the interests of consumers and small 
industries suffered a great deal. Some of the small 
industries which depended on the supply of raw 
materials controlled by cartels suffered in spite of 
rebates offered by their price policies. Some con- 
cerns which refused to join cartels were trampled out 
of existence by their competition with the backing of 
huge financial resources. The general consumer also 
complained about the artificially high prices charged 
by cartels to make their dumping in foreign countries 
successful. But these defects were inevitable in the 
monopolistic development of industries unless the 
consumers organized and the government intervened 
to protect their interests as in the United States. One 
doubts whether even then the power of monopoly, 
once it had come into existence, could have been 
broken. 

During and After the Great War 

When the war broke out in 1914, the German 
industries were faced with an altogether different 
situation. Germany was like a besieged fortress and 
had to be self-sufficient without choice. Her trade 
declined. Imports of many of the raw materials 
required by her industries were stopped and conse- 
quently they had to find either substitutes or reduce 
production. Thus the cotton textile industry which 
depended on imported cotton was unable to import 
more than two per cent, of its normal annual require- 
ments during 1916-1918. Even though an attempt was 
made to find substitutes, the production of the industry 
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declined heavily. The only two industries which 
recorded progress were the chemical and the iron and 
steel. During the war industries were also under a 
close supervision of the government. 

Under the stress of war conditions remarkable 
changes were made in the organization of industries. 
The cartel movement received an impetus from the 
government w’^hich was in need of increased produc- 
tion. Some of the former powoiful cartels like the 
Rhenish-Westphalian Coal Syndicate which showed 
signs of disintegration were compelled by the govern- 
ment to renew their agreements. In others, new car- 
tels were voluntarily formed. Efforts were also made 
to economise the consumption of power because of the 
shortage of coal. As a very large part of the man- 
power of the country was drafted into military ser- 
vice, there was a shortage of labour for industries and, 
therefore, labour-saving devices wx're introduced wher- 
ever possible. In short an attempt was made to 
rationalize industry to achieve the maximum results. 

The industrial history of Germany in the post- 
war years falls into two distinct periods, the inflation 
period and the period after the stabilisation of the 
mark. The first period opened with bleak prospects 
for Geimariy because of the heavy burden put on her 
by the Treaty of Versailles. According to its terms, 
Germany lost nearly 19 per cent, of her pre-war coal 
production, 19 per cent, of steel production and for all 
industries taken together, nearly 15 per cent, of her 
pre-war industrial production. The inflation pf cur- 
rency which was resorted to for flnancing the war had 
already led to depreciation of the mark ; the inflation 
after the war transcended all bounds until the cur- 
rency w'as finally repudiated and lost its position as 
a measure of value. In this *momentous period the 
outward appearance of German industry was one of 
prosperity. Because of the inflation, prices were 
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rising but wages, salaries and taxes lagged behind and, 
therefore, left a substantial margin of profit for it. 
For the same reason, the depreciation of the mark, 
foreign competition ceased while the demand at home 
and from foreign countries increased rapidly and 
created hopes about the future. The manufacturers 
were also able to pay off their previous debts in the 
depreciated currency and were freed of their interest 
burden. Thus financially the period was one of un- 
precedented prosperity for the industry. 

« 

But this prosperity would appear to be fictitious 
when measured in terms of the physical volume of 
production. In spite of the fact that extensions of in- 
dustry were undertaken from money borrowed at 
relatively low rates of interests and that the general 
appearance of feverish activity was noticeable, pro- 
duction was far below the level of 1913. This was no 
doubt partly due to the loss of resources ; but the 
chief causes were different. Though demand had 
reappeared, the buying capacity of the German people 
was being impaired by the successive waves of infla- 
tion. On the other hand the capacity of industry 
which was already expanded during the war was 
‘ further extended by the new establishments which 
were badly constructed in haste. The capacity of 
some of the industries producing consumer goods was, 
therefore, far in excess of demand. But the technical 
efficiency of all these plants was hopelessly out-of- 
date. In the period of inflation when prices were 
good and home market secure, technical improve- 
ments were neglected. Because of the demoralising 
effect of inflation and underfeeding, the efficiency of 
workers had also suffered and their per capita produc- 
tion was never upto the pre-war level. According to 
Herr C. V. von Siemens, in the coal industry produc- 
tion per worker per shift had declined from 1.04 tons 
in 1913 to 0.59 tons in 1020. Moreover, there was no 

87 
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incentive to workers to work hard as little difference 
was made in the wages of skilled workers because of 
the necessity to find work for a large demobilised 
army. Hence in spite of large capacity, industries 
could not expand production. The following statistics 
show the position of industrial production in this 


period : 

Year 

Coal 

Raw Steel 

General 

Production 

1913 

100 

(1913 - 100) 
100 

100 

1919 

66 

40 

53 

1920 

75 

49 

62 

1921 

78 

58 

78 

1922 

77 

65 

89 

1923 

42 

36 

56 


The concentration movement, however, received 
an impetus in this period because of the extraordinary 
conditions. To exploit the situation created by infla- 
tion fully, a number of cartels were formed. Their 
abuses became so flagrant that in 1923 a law was passed 
to control them and to give full publicity to their 
working results. Tn spite of it, the number of cartels 
w'ds not very much affected and in 1923 it was esti- 
mated to bc‘ about 1500. But more important than the 
number was the recent tendency to form outright 
combines and trusts. There were two main factors 
responsible for this new phase of the concentration 
movement. Firstly, because of the loss of resources 
under the Treaty, and the disorganization of produc- 
tion resulting from inflation, there was a constant fear 
of shortage of raw materials. This led to vertical 
combinations to ensure regular supplies. Secondly, 
there was an uncertainty of markets, and, industries 
in similar line of production were combined into 
horizontal combines to avoid! internal competition. 
These two influences were no doubt bringing Indus- 
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tries closer, but had it not been for the easy money 
conditions the formation of huge combines would 
have become difficult. This second phase was again 
more pronounced in the coal and iron and steel indus- 
tries. In 1923 more than half of the total production 
of coal and iron and steel in the Ruhr was controlled 
by ten big combines. Of these the most important 
was the Siemens-Rhein-Elbe-Schuckert-Union. Simi- 
lar big combines were formed in the potash, lead, 
zinc, copper and petroleum industries. Thus the 
inflation period brought abowt a conspicuous chahge in 
the organization of German industries. 

The German currency was stabilised at the end 
of 1923 by introducing ^ new monetary unit the Ren- 
tenmark. Consequently the fictitious prosperity of 
industries vanished. There was as a matter of fact 
a shortage of working capital. Many business firms 
which were on the verge of bankruptcy collapsed and 
business came to a standstill. But these conditions 
did not last for long. At the request of Germany the 
Reparation Commission set up two committees, one 
on the question of reparations and the balancing of 
the budget, under the chairmanship of General Dawes 
and the other on the question of estimating the value 
of capital which had fled from Germany and the 
means of bringing it back, under the chairmanship of 
Sir Reginald McKenna. The reports of these two 
committees recommended that it was essential to res- 
tore stable financial conditions for the re-establishment 
of German industry. The recommendations of the 
Dawes committee, commonly known as the Dawes 
plan, suggested measures for the collection of repara- 
tion payments without disturbing the financial struc- 
ture. The German industry, therefore, very soon 
showed signs of revival with the return of confidence 
in German currency. For the next six years great 
improvements were introduced and by 1929 the in- 
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dustrial production was larger than that of 1913. But 
with the coming of the depression, the German indus- 
try again suffered a setback. 

The German industry was revived by adopting a 
thorough-going rationalization consisting of the fol- 
lowing steps : more efficient' ways of utilising the 
existing plant and the establishment of new and 
better machinery ; construction of new buildings 
designed for increasing efficiency; devising of more 
effective productive schemes ; adopting standard 
patterns, classifications and specifications ; improve- 
ment of administrative and commercial methods ; and 
reorganization of industries by further concentration 
of control. 

German industries were short of capital after the 
stabilisation of currency. Rationalisation measures 
required more fresh capital. But the confidence which 
was restored by the Dawes Plan in the ability of Ger- 
man industries to repay borrowed capital opened the 
capital markets of the world to the German entrepre- 
neurs. It is estimated that between 1924 and 1928 the 
total amount of foreign capital imported was between 
18,000 to 19,000 million marks. Of this nearly 6,800 
million marks was obtained by long term secured 
loans, nearly 5,500 to 6,000 million marks by the sale 
of industrial shares and! another 6,000 million marks 
by short term loans. Of these funds nearly two-third 
were received by industries and one-third by the 
government. In spite of the fact that these loans 
helped the revitalisation of industries, a certain ele- 
ment of instability was introduced by them into Ger- 
man economic structure. The presence of very large 
short term loans was likely to throw it out of gear at 
the slightest disturbance of world economic conditions. 
Further in normal limes, the necessity of paying 
interest amounting to 1,200 to 1,400 million marks, in 
addition to reparation payments, was having jl 
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depressing effect on the exchanges. 

By 1927 the recovery of German industry was 
complete and it aroused surprise as well as fear in 
her competitors. It began to be styled as the Refor- 
mation in the field of economics. Taking together the 
big six industrial groups — coal, iron and steel, 
machinery, electro-technical division, textiles and 
chemicals, the results achieved were as follows : (1) 
The value of their production increased from 17,000 
million marks in 1913 to 25,000 million marks in 1927. 
BuLas the prices in the recovery years were ‘higher 
than in 1913, the increase in the physical volume of 
production was only 15 per cent, more than in 1913. 
(2) From the point, of view of foreign trade, the 
position had improved in some respects and deteriorat- 
ed in others ; the value of exports increased from 2,800 
million marks in 1913 to 3,200 million marks in 1927, 
but as export prices were higher than in 1913, 
the volume of exports was actually is per cent, 
less than that of 1913, The position of iron and 
steel, textiles, electro-technical and machinery in- 
dustries, however, had undergone a change ; they 
were now dependent on the imports for a part 
,of their raw material requirements. (3) Technically 
the industry was in a superior position ; though the 
actual volume of production was only 15 per cent, 
more than that of 1913, the capacity of production was 
nearly 30 to 40 per cent, in excess. (4) The financial 
position was also sound ; they were able to declare 
dvidends ranging from 6 to 7 per cent, on their 
nominal capital. The only danger that they had to be 
afraid! of was the withdrawal of short term borrowed 
funds. (5) Because of technical improvements the 
competitive ability of these industries was high ; but 
for the heavy capital charges and the burden of excess 
capacity, it would have been more threatening to other 
countries. 
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Unhindered by governmental interference, the 
cartel movement made further progress. Though no 
accurate figures of cartels and combines could be had> 
the government estimate placed their number at 3,000. 
The degree of concentration could be judged from the 
fact that about 2.8 of enterprises owned nearly 61 per 
cent, of all the real industrial assets. 

When the economic crisis of 1929 spread from the 
United States to other countries, the central European 
countries were seriously affected. With the decline in 
the international trade and the increase of financial 
difficulties, the German industrial production declined 
steepl 3 ^ The position of Germany relative to other 
countries is shown in the following statistics : 

Index of Industrial Production 
1925-1929 ( average ) = 100 



Germany 

England 

U. S. A. 

1925 

91 

94 

95 

1929 

110 

105 

108 

1930 

85 

97 

100 

1931 

77 

85 

84 

1932 

64 

88 

68 


The above index cleaiJy shows the seriousness of 
the industrial situation in Germany. Consequently 
the number of the unemployed rapidly increased. In 
1930 it was 5 millions ; in i932 it had increased to 6 
millions. In spite of the protection given by un- 
employment insurance, the condition of the workers 
had become miserable and in no small degree paved 
the way for the rise of the National Socialists to power. 



Chapter XVD 

TRANSPORT, TRADE & TARIFF. 

Since the formation of the Empire, increased 
attention began to be given to the construction of 
roads. As the motor transport developed, the need 
for .a better surface was felt and, therefore, improve- 
ments. were carried out under competent administra- 
tion. Roads were planned with a view that they 
shouJd serve as feeders to railways. The progress of 
roads could be seen from the present mileage of roads 
in Prussia which is estimated to be about 30,000 as 
against 1,280 in 1841. , 

The era of canal construction started in Germany 
when in all other countries it had come to an end. 
Between 1871 and 1903 a number of projects were 
undertaken with the result that Germany possessed 
9,000 miles of navigable waterways ; of these about 
5,041 miles consisted of navigable rivers, 1,369 miles 
of canals and 885 miles of channeled rivers. In 1905 
a new programme of construction costing approxima- 
tely 335,000,000 marks was chalked out. Of the canals 
.constructed in later years, two were the most import- 
ant, the Kiel canal and the Dortmund Emden Canal. 
Both wore completed in 1914 and were mainly meant 
for strategic purposes. But they were also used for 
carrying merchandise. The latter canal was very wide 
and ships of 900 tons could easily pass through it. The 
K el canal also proved of great use in reviving the 
trade of Baltic towns like Lubeck. Canal and canal- 
ised rivers provided the industries of Germany an 
additional means of transport besides the railways. 
It was estimated in 1907 that about 26,235 vessels were 
engaged in transportation on the inland waterways. 
A similar survey in 1911 showed that these waterways 
carried 76,632,000 tons of goods. The canal system of 
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Grermany, unlike that of England where it was super- 
seded by railways, is to-day working side by side with 
the railways. Financially, however, canals have not 
been as successful as the English ones in their hey-day. 

At the time of the fonnation of the Empire the 
German railway system was very complicated. Some 
of the small states had constructed and owned their 
railway lines ; in others like Prussia states had con- 
structed and owned some lines while others were in 
private hands. “ In regard to the railway communica- 
tion ”, said Bismarck, ‘‘ we have arrived at a state of 
things, which has not been peculiar to Germany since 
the Middle Ages. We have, I believe, in Germany 
sixty-three different railway provinces, that is, how- 
ever, saying too little, for they are more independent 
than provinces ; I might call them railway territories 
— of which perhaps forty fall to Prussia.. . Nowadays 
we see that the railway administrations, without bene- 
fit to the railways and shareholders, and as it were, 
as a kind of sport, wage with each other wars which 
cost much money, and which are wars of power, with- 
out financial competition, more than anything else 
Bismarck had long thought of centralising all these 
railways in the hands of the Empire government, , 
With that end in view a provision was also made in 
the constitution of the Empire. There were other 
re?.-ons also which encouraged him to work towards 
such an end. He saw that unless the German railways 
were unified and a suitable rates nolicy was adopted, 
tlie German industries would not be able to compete 
effectively in foreign markets. He also believed that 
it would help the unity of the Empire and assure 
Prussia of her leadership among other states. 

Bismarck took the first step in this direction by 
creating an Imperial Railway Board in 1873 and en- 
trusting to it the work of drawing an Imperial railway 
code to control and unify the railway system. T%e ^ 
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code failed to pass the legislature. In 1876, he again 
made an attempt ; this time he proposed the transfer 
of railways to the Empire and offered on behalf of 
Prussia to initiate it. Legislation to this end was 
introduced, but a majority of states led by Bavaria 
offered resistance. The states were not only not pre- 
pared to transfer their railways, but were not prepared 
to accept the Prussian lines. Being afraid however 
that Bismarck would buy the private lines m their 
states behind their back, they immediately started 
buying for themselves the private lines in their own 
states.* The refusal of states to hand over their rail- 
ways to the Empire was partly the result of jealous 
and partly of fear. They feared that centralisation 
of railways would place an enormous amount of 
patronage in the hands of the Imperial government 
and increase its political influence ; financially also 
the Empire would become more independent of the 
states. They also imagined that the abolition of com- 
petition would be detrimental to the interests of the 
public. 

Foiled in this attempt, Bismarck concentrated his 
attention on improving and nationalising the Prussian 
railways. Consequently the railways in Prussia came 
gradually under the control of the Prussian govern- 
ment and in 1910 the mileage of state railways was 
21,250 ; privately owned railways constituted hardly 
0.9 per cent, of the total railways. Bismarck was also 
successful in buying private railways in the north by 
offering tempting terms. Moreover in 1897 Hesse- 
Darmstadt combined railway system with that of 
Prussia and thus all the northern railways came 
under the control of Prussia. 

In other states also railways were bought over by 
government. In the south the states had to adopt a 
uniform policy to stand the competition of Prussian 
railways which had an advantage of cheaper coal. 
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Thus though Bismarck’s policy of bringing all the 
railways under the control of the Empire did not 
succeed, before the Great War they were largely 
under the control of their respective governments. 
The progress of state-ownership can be seen from the 
following figures : 

Total State-owned 


mileage mileage 

1875 17,488 

1880 21.028 13,888 

1880 26,136 18,738 

1900 31,049 28,570 

1910 36,894 34,596 


In 1913, the capital invested in railways was about 
17,350,000,000 marks. The country had about 18 miles 
of railways per 100 miles of the territory. This pro- 
portion was exceeded in Europe only by Belgium, 
Holla’^d, England and Switzerland. The German 
i-ailway system was also one of the most efficient rail- 
way systems of the world. The Central Railway 
Board was also successful in bringing about uniformity 
m passenger and goods rates. The railway rates policy 
was also designed to help agriculture and industries 
of the country. Cheap railway rates were offered on 
the import of raw materials and export of manufac- 
tured goods. The object was to help German indus- 
tries to compete effectively in foreign markets. To 
encourage trade through German ports, goods coming 
through foreign ports were penalised. Preferential 
rates were grar.iod to fore. gn imports only when they 
were not M'ely to affect adversely home industries. 
The exportable goods which were given special rates 
were coal, ium and steel, spirits and alcohol, glass, 
sugar, etc.. 

During the Greai War, [he German railways work- 
ed with efficiency though there was some deteriora- 
tion in track and roll.ng stock. The deterioration, 
liowever, became more pronounced after the armis- 
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tice. By the Versailles Treaty Germany was required 
to deliver to the Allies 5,000 locomotives and 150,000 
freight cars just when the railways already disorganiz- 
ed by the revolution were called upon to play a vital 
part in the economic rehabilitation of the country. 

When the country was being reorganized after a 
crushing and demoralising defeat, the Weimar consti- 
tution made provision for the complete nationalisation 
of ra’ilways. Accordingly in 1920 the German Par- 
liament passed a law by which the Reich took over 
all the railways and placed them under the control of 
the Minister of Transport. The only right that was 
given to the states was to decide the standard of 
valuation in calculating the price of the railway to be 
transferred. 

During the period of inflation, the railways were 
unable to earn adequately and, therefore, ran into 
deficits. Their losses were mainly due to the depre- 
ciation of currency which made adjustment of rates 
difficult. Before 1924 the rates were increased by 
nearly 600 per cent, and they could not keep pace 
with the depreciation of the mark. The operating 
costs also increased because of the high price of coal, 

• the introduction of an eight-hours day and over- 
staffing of lines. 

When the Dawes Plan was given effect to, the 
railways were transferred to a joint stock company 
for management though the ownership still remained 
with the state. Bonds worth 11,000,000,000 gold marks 
were issued to prod'uce revenue for the reparation 
pa 5 ments. The company was to be managed by a 
bbard of directors which consisted of nine directors 
elected by the government and shareholders and nine 
elected by the trustees of bonds. The company was 
set up with a capital of 26,000,000 gold marks and had 
33,000 miles of railways under it. This change from 
state to private management was made on the ground 
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of expediency rather than principle. 

Another aspect of railway development in recent 
years was the growing competition of road transport 
with them. In Germany co-ordination was brought 
about by proper organization of road transport. Ger- 
many was divided into sixteen areas each one of which 
was served by a road motor transport company, deal- 
ing with both passenger and goods traffic. To safe- 
guard their interests and to co-operate with railways 
these sixteen companies were grouped into a central 
company at Dresden. This body was then authorised 
to enter into agreement with the railway company to 
eliminate competition. Road transport now works as 
feeder to railways and through co-operation direct 
rates and fares are quoted. Thus the problem of rail- 
road competition has been successfully solved. 

To support the growing foreign trade of the coun- 
try, Germany encouraged expansion of her mercantile 
marine, but before the war it was far behind that of 
England. During the war nearly two million tons of 
shipping was lost cither by enemy action or by sea 
peril, \\nien the Versailles Treaty was signed, Ger- 
many was required to transfer to the Allies all ships 
over 1600 tons, half of thoje which were between 100 ^ 
and 1600 tons and a fourth of her fishing boats and 
trawlers. The German shipping was at its lowest 
pfiints in 1920. Since then gradually the tonnage has 
been increased. ITie following figures show the posi- 
tion of German shipping at different dates : 

German Mercantile Marine 
(In million tons) 


1870 

0.98 

1914 

5.45 

1918 

3.22 

1920 

0.67 

1925 

3.07 

1929 

4.09 
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Though no accurate statistics of the internal trade 
of Germany can be given, during th-e period 1871-1913 
there was an expansion in its volume and scope. With 
the growth of industries, the variety of goods entering 
consumption of the German people showed great 
increase With the development of transport, railways 
as well as waterways, the facilities for distribution 
of goods became cheap and extensive. The popula- 
tion of the country also increased by 24 nullLons in 
this period and there" was a substantial rise in its 
purchasing power and the standard of life. The deve- 
lopment of banking and credit supported trade on a 
larger scale than before. The combined effect of all 
these factors was to increase the size of domestic trade. 

The growth of the foreign trade of Germany in 
this period was more surprising than that of her home 
• trade. The task of capturmg international markets 
was difficult because of the advantages of early start 
enjoyed by England which was regarded by the world 
as its workshop. Moreover Germany produced the 
same kind of goods as the latter country. But she 
made up for her late start by technical efficiency and 
financial accommodation which she gave to her cus- 
tomers. Though she competed with England in her 
markets, she also found new areas for commercial 
- expansion. The following figures show the growth of 
the import and export trade : 
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Value of German Exports and Imports* 
(Special tradel) 

Imports Exports 


(In Milliard marks) 

1875-1884 ( 10-year average ) 

3.45 

2.96 

1885-1894 ( 10-year average ) 

3.79 

3.19 

1895-1904 ( 10-year average ) 

5.43 

4.34 

1905-1913 ( 9-year average ) 

8.91 

7.39 

The above figures show a rapid increase in Ger- 


many's foreign trade after the industrial development 
became swift. Before 1870, the export trade mainly 
consisted of foodstuffs and raw materials and the 
import trade of half-manufactured goods and food- 
stuffs. By 1914 the character of trade had completely 
changed. Of the exports in that year 60% were 
finished goods and the rest raw materials and food- 
stuffs In the raw materials, the most important 
commodity exported was coal. On the import side 
nearly 81% of goods consisted of raw m.aterials, food- 
stuffs and semi-manufactured goods. The most im- 
portant imports were totton, wool, silk, wheat, barley, 
coffee, rye, flour, etc. The remaining 19% consisted of 
finished goods. 

As far as the direction of trade is concerned it is 
interesting to note that the bulk of her trade was with 
European countries. The percentages of imports from 
and exports to European countries in 1912 were 56.2 
and 75.4 respectively. The American imports and 
exports from the total trade in the same year were 
18.9 per cenc. and 16.7 per cent. Of the total trade 
in 1912 imports from and exports to Asia were 9.4 per 
cent, and 4.8 per cent, respectively. 

•Knight, Barnes and Flugel, Economic History of Europe, 

p. 628 . 

t Special Trade is net, exclu.sive of goods for re-exports — 
that is, German produce exported and foreign produce 
(including raw materials) imported for German con- 
sumption. 
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From the study of the above figures it will be , 
noticed that though German trade developed rapidly 
before 1890, its progress was much more quick there- 
after. The explanation for this quick growth will be 
found in the general prosperity of the world in the 
decade before the Great War and in the commercial 
policy of Germany. She could use her protective 
duties to bargain with other countries. If Germany 
wanted to export her industrial goods to agricultural 
countr es, she would have been required to allow the 
import of agricultural goods by lowering duties. So 
long as. Bismarck was m power, the agricultural inte- 
rests succeeded in thwarting any attempt at lowering 
dulies. But after 189Q, under von Capnvi and von 
Bulow, where necessary, concessions were made to 
othei' countries and a number of treaties were signed 
by mutual tariff reductions and by the application of 
the most-favoured-nation principle. In the decade 
preceding 1913 the German trade reached its high- 
est level for the past half a century and was 
second to that of England only. The following figures 
show the percentages of total trade with countries 
bound to Germany by tariff agreements and by most 
favoured nation treaties : 

► 

With Tariff Agreement Countries 



1891 

1904 

1907 

1910 

1913 

Imports-% of total 

37.4 

35.1 

36.3 

36.5 

33.3 

Exports- % of total 

37.6 

37.6 

40.0 

39.0 

41.4 

With Most Favoured Nations 


Imports-% of total 

55.7 

57.6 

56.5 

53.7 

57.7 

E^ports-% of total 

55.5 

55.1 

53.0 

52.7 

55.5 


The figures of foreign trade also indicate that 
before the Great War the imports were larger tiian 
exports. But this unfavourable balance of trade on 
merchandise was more than made up, as in the case 
of England, by her invisible exports. Her sh-pping 
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services through the establishment of two great com-’ 
panics, the Hamburg-American and the North Ger- 
man Lloyd, brought her financial gains. In addition 
her banking services and investments abroad added to 
her income. Thus she was able 1o balance her foreign 
trade and also have an investible surplus before the 
war. 

The competition of Germany with England and the 
United S^tes became very keen because of hex effi- 
cient consular service, readiness of banks to give 
support to the expansion of export trade and wide 
publicity. To keep the industries at home stable, more 
and newer markets had to be developed and conse- 
quently the result of the struggle between the com- 
peLtors was jealousy. Psychologically also the Ger- 
man nation had developed a sense of new prestige and 
was not prepared to accept a position of inferiority in 
the world as in the past. German militarism and 
capitalism were so interconnected that trade rivalry 
was bound to lead to clash of arms. 

During and After the Great War 

Foi four years of tlu' war Germany was nearly 
cut oft from the outside world's resources of foodstuffs 
and raw materials. She was unable to get supplies of 
cotton, jute, rubber, silk and other primary commodi- 
ties. Fler small imports practically came from her 
allies. On the othei hand her export trade had come 
to a standstill. This situation was not only the result 
of blockade but also of the preoccupation of Germa- 
ny’s industries v/ith the problem of supplying the 
requirements of the war. Hence Germany was not 
able to pay in goods for v/hatever imports she could 
get and, therefore, her adverse balance of trade during 
the war amounted to nearly fifteen billion marks. A 
part of it she met by paying in gold, part of it by sale 
of her foreign investments and the remainder by 
obtaining foreign currency on loan. 
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During the period of inflation, the foreign trade 
was dislocated because of the currency situation. It, 
therefore, makes the calculation of the value of im- 
ports and exports unreal. The German industries 
which were disorganized during the war were unable 
to increase their exports though occasionally because 
of the depreciation of currency there were spurts of 
activity. Though imports showed some revival, they 
were also subjected to restrictions because of the in- 
ability of Germany to pay for them. Thus Germany’s 
foreign trade between 1919 and 1924 was not more* than 
40 per cent, of her trade in 1913. The following figures 
show the volume of trade : 


Year 

Imports 

Exports 


(In million double cwts.) 

1913 

718 

737 

1921 

257 

138 

1922 

459 

216 

1923 

466 

127 

1924 

388 

191 


After the currency was stabilised and the Dawes 
Plan supplied the basis for recovery, the foreign trade 
of Germany revived. The following figures show the 
\alue of imports and exports since 1925 : 


Merchandise Trade by Value 
( In million gold marks ) 


1910-13 

10,026 

8,659 

1925 

12,362 

9,291 

1926 

10,002 

10,415 

1927 

14,228 

10,801 

1928 

13,995 

12,299 

1929 

13,447 

13,483 

There are certain features 

of the foreign trade of 


Gtermany since her recovery which make its character 
altogether dilferent from that of the pre-war trade. 
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The total value of her foreign trade has grown from 
nearly 21,000 million marks in 1913 to about 27,000 
million marks in 1929 and this increase is likely to 
give an impression that not only the German recovery 
was complete but that she was able to gain some 
fresh ground. Actually, however, things were differ- 
ent. The physical volume of goods entering this trade 
was smaller than that of 1913, and therefore, the rise 
in value must be attributed to the post-war prices 
which were about 40 per cent, higher than the pre- 
war prices. In 1928 the volume of exports was nearly 
11 per cent, less than in 1913. This failure of -exports 
to reach the pre-war level lias been attributed to the 
high cost of production, the loss of Germany’s former 
colonies, the growth of industries in her former mar- 
kets, the rise of economic nationalism in European 
countries and the consequent attempt at raising tariff 
walls, and lastly the inability of trie country to offer 
credit facilities on the former scale. 

Again in the five years under consideration, except 
in 1929 the imports were larger than exports. Thus 
the balance of trade was unfavourable to Germany. 
This excess of imports was due to the necessity of 
supplying food to the pooulation which was growing 
and the raw materials to industries which were 
deprived of their former res(»urces under the Treaty of 
Versailles. She was importing large quantities of 
food materials like wheat, barley, rye, oats, potatoes 
and raw materials like coal, iron ore, copper, cotton, 
wool and petroleum. Her great export industries were 
also placed in a vicious circle. Unless they imported 
raw materials they would not be able to export. 
Before the war, the excess of imports was paid for 
from her income from invisible exports like interest 
receipts on foreign investments and shipping and 
banking services. During the war all her foreign 
investments were lost. She was, therefore, required 
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to pay for these imports by borrowing in foreign 
countries. 

In addition to the unfavourable trade balance, she 
was called upon to bear the burden of reparation pay- 
ments and interest and service charges on the debt 
which she incurred. She could meet these payments 
only by borrowing more from foreign countries. It 
is estimated that she borrowed from foreign countries 
to the extent of 19,000 million marks. The chances of 
her increasing exports to such an extent as to enable 
her to pay off the current trade deficit and the princi- 
pal were very limited and she could, therefore, main- 
tain the stability of her economy so long as further 
Joans were available. The international financial 
position of Germany is shown by the following 
figures : * 

Germany’s Balance of International payments, 
1924-23 inclusive 
(In miJ I ion marks) 

, Credits 

1 Loans floated abroad : net proceeds 6,200 

2 Sales of domestic securities abroad 5,500-6,000 

3 Short credits from foreigners, outstand- 

ing at the end of 1928 6,000-6,500 

4 Services, net 1,200 

5 Credit for Reparation deliveries in kind 2,400 


Total in round numbers 21,600-22,000 

An^^ell, The flecoveiy ol Germany, p. 303. 
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Debts 

6 Commodity trade net, including Re- 
paration payments 10,300 

7 Gold and silver imports net 2,600 

8 Interest, dividend amortization pay- 
ments, net 2,700 

9 Reparation payments in cash, not in- 
cluded in (8) 2,300 


10 German purchases of foreign securities 
and German short term credits grant- 
ed abroad and out at the end of 1928 3,000-4,000 


Total in round numbers 21,000-22,000 

As regards the composition and direction of trade, 
there was no fundamental change from the position of 
1913. On the export side, 73 per cent, of goods were 
finished goods, 21 per cent, raw materials and half- 
finished goods and the rest food materials. There 
was also no change in the classes of exported goods 
except that some synthetic goods like nitrates and 
artificial silk were now being exported. On the im- 
port side, 16 per cent, of goods were finished goods, 
50 per cent, raw materials and 34 per cent, foodstuffs. 
Germany was also able to restore her former markets 
and there was no conspicuous change in the direction^ 
of trade. Of the total German exports, Eu^'ope took 
75 per cent.. North and South America combined 
about 15 per cent., Asia 7.7 per cent, and Africa 2.3 per 
cent. Of the total imports, half came from Europe 
and 30 per cent, from North and South America. 
There was of course some change in the relative shares 
of countries, but the general lines of trade remained 
the same. 

In the latter half of 1929, after the crisis in the 
United States, there started a withdrawal of foreign 
funds from Germany and in 1930 the imports of 
foreign capital completely ceased. There was a 
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serious fall in prices in Germany and as the depression 
spread to other countries, German export trade and, 
therefore, her import trade also suffered. After Eng- 
land and other countries left the gold standard, and 
many of them introduced trade restrictions, Germany’s 
foreign trade suffered a further serious setback. The 
following figures show the trade position for the years 
1930-32 : 


1930 1931 1932 
(In milliaid marks) 

Imports 13.1 9.5 5.7 

• Exports 13.1 9.5 5.7 

The Tariff Policy 

The tariff policy of the German states of the 
Zollverein became, as said before, more liberal under 
the influence of Prussia. Before 1850 if there were 
some traces of protective duties, they were meant to 
keep the southern states in the union. But because 
of her diplomatic successes at this time, Prussia went 
ahead with her liberal policy and duties were suc- 
cessively reduced. She also concluded commercial 
treaties with France, Belgium and Austria on the prin- 
ciple of tariff concessions. At the time of the found- 
ling of the Empire, the trend of German tariff policy 
was towards free trade and to no small extent she 
was influenced in this by the example of England. 

When the Empire was formed, the customs union 
was merged in it. According to the constitution, the 
Empire formed one customs and commercial territory. 
The Empire was also given the exclusive power to 
legislate regarding customs. The collection of duties 
was left to the states and after deducting the expenses, 
the revenue was to go to the Empire government. 
This was the most important single source of revenue 
to it as it formed nearly one-third of its income. It 
was further provided that so long as other Imperial 
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taxes were not introduced the budgetary deficit of the 
Empire was to be made up b}’' states in the proportion 
of their population. 

In the beginning, the Empire Government con- 
tinued the liberalisation of tariff as before. In 1873 
all agricultural protection was abolished and at the 
demand of agricultural interests the iron duties were 
lowered and were to be completely abolished in 1877. 
By 1875, tlierefore, the Empire tariff definitely lost 
jts protective character. In 1877 neatly 95 per cent, 
of imports entered free of duty. Of course there were 
still a few duties but they were meant for fcvenue 
purposes. 

In the meanwhile the political and economic 
factors were working as it were to reverse the policy. 
Bismarck disliked the dependence of the Empire on 
the states for revenue and also wanted to give more 
stability to the Reich. But this could not be done 
unless the Empire’s sources of revenue were increased. 
Unless important changes were made in the constitu- 
tion, the Reich could not hope to secure additional 
sources except by raising import duties. Bismarck’s 
ideas of a Greater Reich could be fulfilled only if the 
resources of the Empire were increased and, therefore, 
he was alread 3 " drifting away from free trade towards* 
protection. Further in the next few years he saw a 
wave of protectionism passing over European coun- 
tries which raised their tariff walls. England which 
had prospered for a period of twenty years under free 
trade was faced with a serious crisis after 1873. 
Though in the early days of the Empire tariff was 
reduced, the powerful industrial interests were op- 
posed to such a policy. In 1876 these interests had 
strengthened their ranks by forming the Central 
Union of German Manufactures whose declared aim 
was to combat the free trade policy of the govern- 
ment. Moreover it began to be argued that adoption 
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of protection was no departure from the commercial 
policy because for years Germany had stood by pro- 
tectionist tariff. On the other hand free trade consti- 
tuted a departure from her established policy. Thus 
the opinion in the country was becoming strongly in 
favour of protection. 

The immediate cause for the departure from the 
Prussian free trade policy was the economic deteriora- 
tion ©f the country after 1873. The lowering of 
agricultural duties in 1865 and their final removal in 
1873 had led to a severe competition of imported grain 
and other agricultural goods mainly from Russia and 
the United States. The consequences of this competi- 
tion were that prices fell, rents dropped and land 
values declined. The areas under Germany’s main 
staples began to shrink ; and because of the migration 
of labour from the countryside to industrial areas 
there was a rise in wages and cost of production. A 
further shrinkage in the cultivated areas was threaten- 
ed to the dismay of urban population which was solely 
dependent on food supplied from outside. The land- 
lords in the cast had raised a cry against the policy of 
the government. 

The position in industries was in no way better. 
With the hopes of a great future bred in the German 
people by the victory over France in 1870, there was 
a scramble for starting industries and by 1873 many 
of them had already started working. From among 
them the iron industry had expanded rapidly. In 
1873 the crisis affected all of them but more particu- 
larly the iron industry because of the severe English 
competition. The infant industry argument of List 
was pressed forward to demand a reversal of policy. 
In this they tried to secure the help of workers who 
were threatened with unemployment. Thus for the 
sake of simplification ”, says Dr. Ropke, “ we are 
entitled to concentrate our attention on two main 
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branches around which the protectionist movement in 
.(jrermany has centred up to the present day, viz., the 
iron and steel industry (Schwerindustrie) and agri- 
culture. We may even carry the simplification still 
further by saying that commercial policy of Germany 
from 1879 to almost the present day can be compared 
to an ellipse, the focal points of which are iron and 
rye Bismarck being a practical man could not 
merely be guided by the theoretical arguments of free 
traders. He said : “ For the abstract teaching of 
science in this connection, I care not a straw. I base 
my opinion on experience, the experience of our own 
time ”. Finally he left the Liberal party wedded to 
free trade and joined the Centre or Clerical party 
inclined towards protection. 

In 1879 a new tariff measure was introduced with 
the objects of giving protection to home industries, 
increasing Imperial revenue, reducing the dependence 
of the Empire on the states and finally bringing 
about an increased use of indirect taxation. It is 
often said that the German tariff of 1879 marked 
the beginning of the era of procectionjsm in Europe. 
The measure, however, was moderate from all points 
of view. Protection was given to some industrial' 
goods and agricultural commodities, prominent 
among them being iron, rye, wheat and oats. The 
moderate nature of the tariff was due to the fear of 
Bismark that high duties might lead to retaliation 
by other countries and that thereby German export 
trade might suffer. He said : “ The stronghold of our 
industry is export. Any harm pressed upon it would 
involve all other industries in troubles which would 
no longer enable them to compete abroad.” 

The tariff measure of 1879 had salutary effects on 
Germany’s foreign trade. Imports decline and rela- 

* William Ropke, German Commercial Policy p. 24. 
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tively exports increased in spite of the fact that other 
countries like France, Austria and Russia raised their 
tariff duties in subsequent years. The interests whi^'i. 
were insufficiently protected or not protected at all 
were, however, clamouring for relief, for protection to 
some industries had adversely affected others. The 
position of the Imperial treasury, however, showed 
substantial improvement. 

In the next decade little change was made in the 
industrial duties. But the case with agricultural 
duties was different. In spite of the protective duties 
of 1879, the American competition was still strong 
and prices of agiicultural goods were falling. The 
agricultural interests which had grown in power 
pressed for a further increase in duties. Consequently 
though opposed by industrialists, duties were raised in 
1885 and again in 1890. About this time the Grerman 
industries had developed so much that they were in 
need of foreign markets. But these were being gra- 
dually closed by successive increases in import duties. 
In 1887, therefore. Bismarck thought of stimulating 
the interest of agricultural countries to buy German 
goods ; but this could be done only by reducing agri- 
cultural duties in Germany. The Prussian landlords, 
•however, were so powerful at this time that Bismarck 
could not think of doing anything which would affect 
their interests. 

In 1890 Bismarck quitted office and his place was 
taken by von Caprivi who summoned up courage to 
achieve what Bismarck could not do. He saw that 
toe position of the country demanded a change 
,m policy. In 1892 the commercial treaties which 
Germany had concluded previously were coming to 
p end and the countries concerned had declared their 
intention to denounce them. The current of protec- 
tioni^m other countries, particularly France, Russia 
And u. S. A. was also strong and von Caprivi realised 



S38 Modern Economic Develofmeftt* 

that unless Germany was prepared to give concessions 
to these countries in agricultural duties, German in- 
dustries would be faced with a critical situation. 
Moreover, the German industries had, as said before, 
expanded and were in need of markets. The number 
of workers engaged in these industries had grown and 
unless the position of industries became stable, the 
workers would be faced with unemplo 3 rment. He 
described the position by saying that “ Germany must 
either export goods or men.” 

Caprivi decided to abandon the principle of tariff 
autonomy and adopt a double tariff on the same lines 
as in France consisting of a general tariff fixed by the 
legislature and a conventional tariff — a lower set of 
duties — ^by the executive. The conventional duties 
were meant for the conclusion of commercial treaties. 
Consequently, a tariff bill was introduced. The agri- 
culturists, thinking that the new policy would result 
in a reduction in agricultural duties, opposed the tariff 
bill.' With the support of the manufacturers and 
working classes Caprivi succeeded in getting the bill 
passed. In the following years, therefore, Germany 
concluded a number of treaties by providing for 
mutual reduction of tariff and the most-favoured- 
nation treatment. In 1891 treaties were concluded 
with Austria-Hungary. Italy and Belgitun ; in 1892 
with .Switzerland ; in 1893 with Serbia and Roumania 
and in 1894 with Russia. Excepting the Russian 
treaty all other treaties were to continue in force until 
1903 and thereafter indefinitely until terminated by 
either of tne parties by giving notice of one year. 

As said previously the treaties of this period had 
an encouraging effect on Germany’s export trade. 
The agrarian interests, however, continued to be dis- 
satisfied with the Caprivi tariff. The agricultural 
prices continued to fall and showed that their appre- 
hensions were justified. In 1893 they started the 
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League of Farmers ( Bund der Landwerthe ) and 
demanded that adequate protection should be given 
to agriculture, that legislation should be passed res- 
training the exodus of agricultural labourers to cities 
and that in general agriculture should be regarded the 
primary concern of the nation and the chief concern 
of the government. They forced Caprivi to resign his 
office in 1894 and Prince Hohenlohe succeeded him 
as the Chancellor. But immediately the agriculturists 
did not achieve anything. It was, however, certain 
that when the Caprivi treaties would fall due for 
renewal, thev would agitate for a change in the policy. 
Thus since the last decade of the nineteenth century, 
commercial treaties became a feature of the commer- 
cial policy of Germany and Germany’s bulk of foreign 
trade v/as carried under their provisions. 

Soon after the Caprivi tariff went into effect, the 
movement for the reversal of the tariff policy set in. 
In the United States there were no signs of lowering 
the tariff ; on the other hand, the Dingley tariff raised 
the level to the highest for the nineteenth century. 
In France and England a movement had started for 
drawing the colonies closer to the mother country by 
. granting preferences. Canada had already taken steps 
in the direction of Imperial preference. This set 
Germany thinking about her own policy. As early as 
1897, therefore, a discussion was opened in the Reich- 
stag on the question of the general tariff policy. A 
committee consisting of thirty persons was appointed 
to report to the Reichstag on this urgent matter. It 
reported in favour of increase of import duties to a 
level higher than that of 1879, The recommendations 
of the committee were accented.* Count von Bulow 
who had succeeded Prince Hohenlohe in 1900 intro- 
duced a bill in 1901 to increase the agriculttiral and 
industrial duties to higher levels. The new tdriff bill 
was passed in 1902 after heated debates. 
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The imported commodities were divided into 945 
classes out of which only 200 were admitted free o£, 
duty. Duties on grain, livestock and meat were sub- 
stantially raised. As a further concession to agricul- 
turists minimum duties were introduced on wheat, 
rye, oats, barley and spelt. Duties on raw materials 
were reduced but on manufactures were increased. 
The principle of double tariff — general and conven- 
tional — was continued. Soon negotiations for con- 
cluding treaties were opened, but the task was render- 
ed difficult because many of the countries anticipafng 
a higher tariff in Germany had raised duties on their 
side on such articles as Germany manufactured. In 
spite of this difficulty a number of treaties were 
concluded between 1904 and 1905. Hence the conven- 
tional and general tariffs were put into effect from 
1906. The treaties were to continue in force until 1917 
and thereafter were to be continued subject to one 
year’s notice on either side. 

Thus before the Great War Germany was a protec- 
tionist country but her tariff compared to that of many 
other European countries was moderate. Moreover as 
the bulk of her trade was carried on under treaty 
provisions, the general tariff which was higher remain- 
ed ineffective except that it gave Germany power to' 
penalise those countries which refused to give her 
trade concessions. 

One of the interesting features of German tariff 
before the Great War was the inclusion of agricultural 
duties in it inspite of their adverse effects on her in- 
dustries. They were justified on the ground that the 
nineteenth century tendency of European agriculture 
was towards restricting the production of grain and 
increasing that of dairy products, fruits or livestock 
as in Denmark, Holland and Belgium. The German 
government tried to preserve the old' agriculttmd 
structure by giving protection to agriculture. More- 
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over, the German farmers were accustomed to look to 
the government for help and they had! lost all initia- 
tive in improving agriculture. Their one great con- 
cern, therefore, was protection. In addition there was 
the stock argument that Germany must be made 
independent of other countries in regard to her food. 
The result of this policy was that the production of 
grain increased but that of raw materials declined. 
She became dependent on other countries for the 
supply of those raw materials which she formerly 
produced. 

As said before the industrial protection came to 
centre round iron and steel duties. It was justified on 
the basis of infant industries argument and because of 
the immediate effects of the depression of 1873. But 
subsequently when the industries were well-establish- 
ed and were prospering, the protection was not 
removed. It had, therefore, the result of encouraging 
combinations to exploit the home market and dump 
goods in foreign countries. The problem of monopo- 
lies became quite serious as may be seen from the 
tussle between the steel industry and the finishing 
industries. In one way, however, it may be argued 
•that the phenomenal development of German indus- 
tries before the war was due to the technical improve- 
ments which were made possible because of the exist- 
ence of large scale establishments sheltered by pro- 
tection. Germany could also develop the production 
of synthetic goods by giving protection. 

During the Great War German trade was subject- 
ed to many restrictions as in England for the purpose 
of • conserving resources and utilising them for the 
prosecution of the war. But there was a keen short- 
age of food and all restrictions on the import of food 
were removed. After the war ended, many restric- 
ttons were placed on Germany’s commercial policy by 
the Treaty of Versailles. Moreover the depreciation 
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of the mark was acting as a check on imports which 
were also restricted by Germany’s inability to pay for 
them. 

In 1925 Germany was freed from the restrictions 
on her commercial policy. Since then the tendency 
of her tariff has been upwards. By an Act of 1925 
agricultural and industrial duties were raised. To 
give encouragement to industries which had languish- 
ed during the previous years like the automobile in- 
dustry high import duties were placed. In the next 
four years the German industries revived with a 
renewed vigour, but the German agriculture passed 
through difficult time. The competition of Russian, 
American and Canadian grain produced with improved 
methods and at substantially lower costs proved to be 
harmful to the German farmers. From 1928, there- 
fore, import duties were raised by successive stages 
until duties on wheat and rye were almost 300 per 
cent, of the import prices ; and on barley nearly 200 
per cent, of the import price. But as the traditional 
device of tariff was not sufficient, to protect agriculture 
the government adopted new devices like forcing the 
German millers to use a certain percentage of Ger- 
man wheat. 

But a complete departure from the time-honoured 
policy of restricting imports by tariff was made in 1931 
when the country was faced with a serious financial 
situation In that year Germany introduced a system 
of foreign exchange control. Consequently foreign 
credits were distributed among importers according 
to the total credits available. It has been said that 
Germany used this device to restrict the import of 
certain commodities and encourage the import of 
others. In subsequent years, the government inter- 
vention in foreign trade took many forms which will 
be discussed in a later chapter dealing with fhB 
National Socialist econoihic policy. 
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THE TRADE UNION MOVEMENT 
& 

.LABOUR AND SOCIAL LEGISLATION 

The trade union movement started late in^ Gter- 
many. Till the middle of the nineteenth century, the 
progress of the factory industry was very slow. Even 
though the next two decades witnessed the establish- 
ment of a number of factories, the revolutionary 
progress of industry, changing the economic organiza- 
tion of the country, came after 1871. Until then there 
was little awakening among workers for organization. 
Even if they had desired to organize, the law in many 
states was not favourable to them. Associations of 
workers for improving their conditions of work were 
forbidden. By an Act of 1869, this restriction was 
removed in the states of the Northern Confederation. 
In 1871 the Act was extended to the whole Empire 
• and thus the legal obstacle in the way of labour or- 
ganization was removed. But the same Act laid down 
such conditions that strikes and picketing were made 
difficult if not impossible. 

In spite of the unfavourable conditions in the 
country, the socialist leaders attempted to organize 
Gorman workers. While Bismarck was faced with a 
critical political situation in the Prussian Parliament, 
Ferdinand Lassalle, the son of a Jewish merchant, 
started agitation for the rights of workers. He argued 
that constitutions should correspond to the realities of 
economic life. Labour was a growing force in the 
economic world and, therefore, the state should give 
it political freedom and constitutional posiliori which 
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it justly deserved. He further argued on the Marxian 
lines that co-operation in sale, purchase, etc. was 
not a permanent cure for the social evils and that the 
conditions of workers could be improved only by co- 
operative production. With a view to organize a 
political party with a socialist programme, he founded 
the Universal German Workmen’s Association in 1863, 
But before his ideas could bear fruit, he died in 
Switzerland in 1864. After Lassalle’s death, Liebk- 
necht, a Marxist, led the socialist movement. He 
wanted that German labour movement should be 
brought in line with the most advanced section. of the 
International. He succeeded in bringing over to his 
side Bebel, the president of the General German 
Union and formed at the Eisenach congress of 1869 
the Social Democratic Party with a Marxian pro- 
gramme. Thus with the rise of a socialist party, 
which Bismarck was trying to ward off. started his 
struggle with German socialists. In 1869 the followers 
of Lassalle also started organizing trade unions of 
workers who believed in socialism. 

In the same year, with the removal of restriction 
on the association of workers in the Northern Federa- 
tion, Dr. Hirsch and Herr Franz Duncker who had 
studied English tade unionism, started unions of 
workers to secure their support to the radical branch 
of the Progressive narty in the Prussian Parliament. 
Hence the unions formed by them, like the socialist 
unions, had a political bias which since then became 
a characteristic of German trade unionism. 

In spite of this hopeful beginning in 1869, the pro- 
gress of trade unionism was very slow in the following 
years. Apart from the uncertain attitude of the 
government towards trade union practices, the chiirf 
cause for the absence of vigorous growth was the 
attitude of labour itself. Workers were prepared tO’ 
organize for political rather than economic pxirposeg^' 
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Nevertheless by 1878 there were, besides the unions 
linked to the liberals, 25 national and 5 local umons 
accepting socialist ideas and having a membership of 
49,000. 

In the meanwhile the socialist influence in the 
Reichstag was increasing. By 1877 the socialists had 
commanded nearly 9 to 10 per cent, of all the votes 
polled. In that year two attacks were made on the 
life of the Kaiser. This gave Bismarck the opportu- 
nity for which he was waiting. He attributed the 
violence to socialists and to suppress their organiza- 
tions, he passed an anti-socialist law in 1878. This 
law remained in force till 1890. In the period of 12 
years, nearly 332 societies were dissolved of which 95 
were trade unions. In spite of this crusade against 
socialists, socialist unions continued to be formed as 
friendly societies. They carried on underground acti- 
vity and secret meetings were hold and journals were 
published. In 1886, it is supposed, there were 32 
socialist unions with a membership of 100.000 work- 
ers. The law did not interfere with non-political 
unions and they continued to exist. The repression 
of government, however, led to an increase in the 
• socialist vote from 493,000 in 1877 to 1,427,000 in 1890. 

The law of 1878 expired in 1890 and the govern- 
ment allowed it to lapse and also gave up its repressive 
policy. On the other hand, the government gave op- 
portunities for the organization of trade unions for 
the purpose of improving wages and conditions of 
work. By section CLII of the Industrial Code strikes 
and lockouts were legalised. The courts interpreted 
this provision in favour of combinations of workers 
lor the improvement of economic conditions. But 
the unions and their representatives were held liable 
for acts committed on their behalf. The Code prohi- 
bited the use of physical force or intimidation, or com- 
plllsion on workers to join or preventing them from 
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leaving trade unions. Agricultural workers, seamen 
and domestic servants, howsoever, were still forbidden 
from forming associations. 

In the next two decades, with the rapid growth 
of industries and the privileges conferred by the Code^ 
the trade union movement made a rapid progress. 
Before the Great War, there were three principal 
groups of trade unions : the Hirsch-Duncker unions, 
historically the oldest ; Social Democratic or .Free 
Unions associated with the Social Democratic Party 
and the Christian Unions. Besides these there were 
other independent unions but their strength was 
small and influence negligible. The following figures 
show the relative strength and progress of the above 
three groups of unions :* 

Membership 

1891 1912 

Social Democratic 

or Free Unions 277,699 2,553,162 

Hirsch-Duncker 

Unions 65,588 109,225 

Christian Unions — 344.687 

The above figures show that the Social Democra- 
tic Unions were the most powerful ones with their c 
membership accounting for nearly 80 per cent, of all 
the organized workers. There was no compulsion on 
their members regarding their political or religious 
faith. They were free to belong to any political party 
and to vote as they liked. They believed in the in- 
evitability of class conflict Though the social Demo- 
cratic Party tried to secure their leadership in the 
beginning, it gave up this aim later on and the rela- 
tions of the two movements became amicable with 
advantages to both. The unions of this group were 
highly organized into 64 national federations. In 
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their turn, the federations were centralised in a com- 
mittee consisting of delegates from the constituent 
federations. The central committee kept control over 
funds and when necessary sanctioned strikes. As the 
contributions of members were high, the financial 
position of the unions was ‘sound. In 1911, the figures- 
of income, expenditure and accumulated reserves were 
£3,600,000, £3,001,000 and £3,105,000 respectively. 

More, than three-fourths of the federations paid travel- 
ling allowance, unemployment and sickness benefits 
and funeral expenses. In the large cities, the federa- 
tions maintained central offices with labour registries, 
inquiry offices, lodging houses, reading rooms and 
libraries. Lastly, it mav be also pointed out that 
women workers had formed their separate trade 
unions and in 1906 there were 37 such unions with a 
membership of 118,908. 

The Hirsch-Duncker unions were originally start- 
ed to support the programme of the radical branch of 
the Progressive Partv. By 1914. however, thev gave 
up their political activities and devoted themselves to 
the work of economic betterment of workers. They 
did not believe in the class antagonism and, there- 
, fore, were non-socialistic in outlook. In fact after 
1875, their organization was similar to that of the 
Social Democratic unions. Their financial position 
was sound as may be seen from the figures of 
income, expenditure and accumulated reserves in 1911 : 
income was £131,000, expenditure £115,000 and accumu- 
late'^^ reserves £ 213,000. Their members mainly came 
fron> the metal and engineering trades and the unions 
were chiefly confined to Silesia and eastern Prussia. 

The Christian unions were started by Bishop 
Ketteler, a follower of Lassalle, to organize Catholic 
workers. Thus they were a part of the Catholic social 
movement. They did not believe, like the Hirsch- 
Duncker unions, in class antagonism and considered' 
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that strikes should be used only in exceptional circum- 
stances. They, however, wanted to improve the 
conditions of workers by peaceful means and by 
mutual benefits. In the beginning their membership 
was small but after the impetus given by the papal 
encyclical of 1891, the progress became more rapid. 
In 1911 their income was £312,000, expenditure 
£264,000 and accumulated reserves £354,000. 

In the remaining unions, mention may be made 
of the Independent unions, the Yellow unions encour- 
aged by employers and Polish unions started on a racial 
basis. As said before, their influence was negligible. 

All the German trade unions were distinguished 
for their welfare activities. In addition to giving sick 
pay and unemployment benefits, they had devoted a 
good deal of attention to the education of workers and 
their children. There were workingmen’s schools and 
colleges where education was imparted to labourers 
and their children. The library organization was 
widely spread and all important cities had worker’s 
libraries. Berlin provided 50,000 volumes for their 
reading. Like the German government, trade imions 
conducted enquiries into hours of work, wages and 
conditions of work with a view to collect statistics to 
prepare their case for economic betterment. There 
was no industrial town in Germany which did not 
have a newspaper conducted for workers. The total 
circulation of such newspapers was about 2,500,000. 
As the children of workers were the pillars of the 
Germany of future, attention was given to their physi- 
cal and intellectual development. In addition to 
schools, for them there were club rooms with sports 
facilities. Lastly, the German unions had organisoed 
what was known as the ‘labour secretariat’. On no 
ground the ignorance of law on the part of the work- 
ers could be excused and, therefore, the work of the 
labour Secretariat offices consisted in giving informal 
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tion to them on all general matters including law. 
In 1910 there were 410 such offices. Thus the welfare 
work undertaken by the German unions was compre- 
hensive. 

The relations of the leading groups of unions were 
not generally very cordial. They were separated from 
each other widely because of their differences in ideas 
and policies. The fundamental cause of the lack of 
unity was their attitude to socialism. Other factors 
wh ch were working for schism among them were 
their political affiliations, ecclessiastical aim's and 
occupational, geographical and racial interests. In 
spite of these permanent differences, they came closer 
whenever a common danger faced all of them. 

The attitude of the employers to trade unions was 
the same as in other countries. When the labour 
organization began to spread, they closed their ranks 
by forming trade associations which were centralised 
into federations. The most powerful organization of 
capitalists was the Central Union of German Indus- 
trialists. It was dominated by the coal and iron and 
steel manufacturers. The opposition of the employers 
to trade unions was the stiiongest in those industries 
in which the control was centralised in cartels. Thus 
the workers met with the greatest opposition in the 
coal and iron steel industries which were the first ones 
to show the development of concentration movement. 
But these were also the industries in which workers 
were paid well and provided with better amenities of 
life and work. The employers’ weapon against work- 
ers was the boycott of unionists. A ‘ black list ’ con- 
taining the names of workers to be refused employ- 
ment would be sent round to different factories and 
those who happensed to be included in that list had 
little chance of securing employment easily. “The 
leaders of industry”, says Jones, “had not accom- 
modated themselves... to the existence of workers* 

9 
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organizations, and had shown far greater capacity to 
build powerful organizations of their own. Some of 
these leaders regarded the complete subjection of the 
workers as the only desirable basis of industrial order 
and occasional^ were frank enough to say so. In any 
event, they made among themselves arrangements, in 
which they were sometimes detected, to black-list 
workers who played any important part in the labour 
movement.”* 

During and After the Great War 

When the war broke out, the trade unions tried 
to maintain an attitude of neutrality, but gradually 
impelled by the force of nationalism they drifted 
towards co-operation with the government. Even 
the Social Democratic Party voted in favour of co- 
operation. Only the more radical elements opposed 
the war. To obtain the trade unionists’ support, the 
government gave trade unions full recognition and 
put their representatives on the food: control and 
other committees. There were no doubt a few strikes 
undertaken by the extreme radicals, but they were 
easily suppressed with the help of the remaining 
labour force. 

This earlv enthusiasm of the workers began to 
fade out as the war was prolonged and Germany's 
chances of winning it appeared to grow less and less. 
The Social Democratic Party became more restless. 
In 1916, the majority declared itself in favour of the 
continuance of the war with new aims. But the 
minority which consisted of radicals deserted the 
majoritv and openly declared itself opposed to the 
war. These two groups, which held divergent views 
in 1916, sunk their differences after the Russian Revo- 
lution of March, 1917 and the entry of the United 
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States in the war, and demandled of the government 
that it should declare a policy which would bring to 
Germany ‘peace with honour’. In 1917 the govern- 
ment declared from the Reichstag that it would be 
prepared' for ‘ peace by understanding The radi- 
cals, however, were not satisfied with it. They started 
organizing workers’ and soldiers’ councils on the 
Russian model. The revolutionary socialists found 
that .the economic conditions were in their favour and 
launched a number of strikes. Finally, they succeeded 
in overthrowing the Hohenzollern monarchy just two 
days before armistice. For sometime thereafter it 
looked as if Germany would follow in the footsteps 
of Russia in establishing a socialist state. But the vote 
of the nation on January 19, 1919, shattered the hopes 
of the minority socialists. In the elections to the cons- 
tituent assembly they secured* only 2.3 million votes 
out of a total of 30 million votes ; the majority social- 
ists soured 11.5 million votes and the bourgeois parties 
16 millions. The majority socialists secured 163 seats 
in the assembly, but the minority only 22. With the 
help of other parties, the majority socialists were able 
to secure a working majority. Thus government 
again passed into the hands of the moderates. 

The events of 1918 had a profound effect on the 
growth of trade unionism. The membership of 
socialist unions rapidly increased! from 1.6 millions in 
1918 to 7 millions in 1919. In the next few years the 
growth of trade union membership in general was 
phenomenal because, firstly, in 1918 the employers 
had recognised the trade unions as the sole representa- 
tives of workers and also the eight-hours day in prin- 
ciple and secondly, the republican atmosphere was 
very* favourable to their growth. The membership of 
the three groups of unions in 1923 was as follows ; 9 
millions, Social Democrats ; 2 millions, Christian 
unionists ; and 650,000 Hirsch-Duncker imioni&ts. 
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In the meanwhile the organization of trade unions 
was reformed with a view to abolish all dlfBerences 
between the skilled and the unskilled members. Iti 
June, 1919 it was decided at the Nuremberg confe- 
rence to federate all sooialist unions into a single 
organization, the General Federation of German 
Unions. The constituent unions were left free as far 
as their internal organization and policies were con- 
cerned. The members of the G.F.G.U. constituted 
nearly two-thirds of the total organized workers. 
Similarly the Catholic and other Christian unions 
entered into the Federation of Christian Trade Unions 
of Germany in 1919. The Hirsch-Duncker unions 
formed the Federation of Liberal Hirsch-Duncker 
Unions. The political affiliations of these three groups 
with the Reichstag parties were with the Majority 
Socialists, the Centre Party and the Democrats res- 
pectively. 

Another development of the trade union move- 
ment of this period was the beginning made by agri- 
cultural workers in organization. Until 1919 they did 
not enjoy legally this privilege. Unions were formed 
particularly in the eastern Germany where agricul- 
ture was organized on capitabst lines. In 1920. there 
were 9,000 unions with a membership of 700,000. In 
that year they organized ‘ l ed guards ’ to terrorise the 
Junkers. They were, therefore, abolished by the 
government. 

In 1923 the position of the trade union movement 
appeared to be strong. Politically they were one of 
the strong supports of the Republic. In 1923 Count 
Kessler wrote : “ They ( the trade unions, ) stand to- 
day, as in 1920, for the Republic. They stand for it,' 
not only because it has given them more rights and 
greater power but also, and principally, because it has 
given them a new sense of self-respect and di^gnity . .. , 
So long as the trade unions retain their present mem- 
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bership and organisation, and so long as this (mode- 
rate ) type of workman leads them, the Republic could 
not,., be overthrown”* Thus the existence of the 
Socialist Republic depended on the support of the 
trade unions. But what new rights did they get 
because the socialists were in power ? It is known 
now that though the German socialists theoretically 
believed in Marxism, they did not do anything to 
overthrow the capitalist yoke. They contented them- 
selve' with a mere reformist programme and curiously 
enough the trade unions supported them. 

The earliest success of the trade unionists in the 
new order was achieved in 1918, when the employers^ 
federation see'ng that labour had achieved great poli- 
tical power accepted the 'programme of the General 
Committee of the Trade Unions containing the follow- 
ing points : the complete recognition and freedom of 
trade unions ; the drafting of collective agreements ; 
the establishment of works committees to supervise 
their fulfilment ; and the introduction of an eight- 
hours day. In a way this could be regarded as a 
triumph of the trade unions because of the former 
hostile attitude of the employers. But compared with 
the objectives of the socialists who were dominant in 
* trade union organizations the demands look rdiculous. 

Further by an Act of 1920 works councils, district 
councils and a National Economic Council were started 
for dealing with problems affecting employment, 
labour conditions and other related problems. The 
works councils had the power to appoint a director on 
the boards of directors of the enterprises with which 
they were connected. In the beginning the trade 
unions looked upon the works councils with suspicion 
as unnecessary organizations in which non-trade 
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^Lnionists might be concerned ; but this suspicion was 
soon overcome and the trade unions co-operated with 
them* The National Economic Council had the ap- 
pearance of a sort of parliament of industry, but 
actually it had very little power beyond giving advice 
and certainly had not the force and power matching 
those of the Reichstag. 

Another development of the Social Democratic 
regime was the introduction of a scheme for arbitra- 
tion and conciliation. It was introduced in 1916 and 
was elaborated in 1923. According to it a collective 
agreement could be imposed on those employejrs who 
were not a party to it. The trade unions accepted the 
scheme and abided by it. Hence in the next few years 
there were a small number of strikes. In addition to 
this, the introduction of an unemployment insurance 
on a limited scale in 1922 and then on a national basis 
in 1927 served to bring about more harmonious rela- 
tions between labour and capital. The one issue on 
which, however, they had some conflict with capital- 
ists was the introduction of an eight-hours day. After 
making a beginning with the eight-hours day, the 
powerful industrial magnates like Thyssen, the head 
of the steel organization, opposed it and by 1923 it 
had ceased to be effective. In 1928, however, the 
government restored it by an Act This action of the 
government in face of the threats of the powerful steel 
interests to close down their plants may be regarded 
by labour as another victory for them. Thus in the 
Social Democratic regime the power of capital was 
curbed but not destroyed and, therefore, all the hopes 
that were raised in the minds of those who brought 
about the revolution of 1918 were never realised. 

The trade union movement had established itself 
in Grermany in the post-war years, but its membership 
was fluctuating in periods of prosperity and depression. 
Between 1929 and 1932, the membership declined 
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because of the effects of the depression on industry. 
The CJerman workers were also still smarting under 
the treatment meted out to them by the victorious 
Allies and had felt little satisfaction at the way the 
Republic was dealing with capitalism. This dis- 
satisfaction of workers among other factors no doubt 
paved the way for the rise of National Socialism. 

When the National Socialists came to power, 
probably with the help of powerful industrial inte- 
rests, all the German trade unions were dissolved by 
an order of May 2, 1933 and soon a German Labour 
Front "was created. Originally only the German 
labourers were its members, but by the Leipzig agree- 
ment of 1935 employers were also admitted to its 
membership. Thus the much coveted object of the 
German industrialists, the suppression of trade union- 
ism, was achieved by the National Socialists on the 
ground of abolishing class distinction, raising the 
standard of efficiency of the German workers and 
industries and fostering national interests. 

Labour Legislation 

Protective legislation for industrial workers came 
•late in Germany. Each state had its own separate 
legislation before the Empire was founded. Even 
when legislation was undertaken, it lacked the elabo- 
rateness of English legislation l«cause of the desire 
of the government not to interfere with the relation 
of the employers and' workers. As early as 1818 the 
attention of the Prussian minister of public worship 
and instruction was drawn to the exploitation of 
child labour in the textile industry, but he did not 
take any steps fearing that governmental interference 
would discourage jijdugtrial progress. But w^en the 
matter could not be, ignored any more, the King 
ordered an enquiry in 1.82.5 and asked for recommenda-i 
: tions to. improve the conditions of workers. But the 
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enquiry wsts carried on in a very leisurely manner 
and a report was submitted in 1832. Action was taken 
on the report in 1839 only when a reformist move- 
ment was started in Prussia to wake up the govern- 
ment to the importance of factory regulation. The 
main points of the Act of this year were : it prohibited 
the employment of children under 9 years ; also- 
prohibited the employment of children between the 
ages of 9 to 16 years between the hours of 9 P..M. to 
6 A. M. ; limited the hours of work for children under 
16 years of age to 10 hours a day ; and prescribed 5 
hours of compulsory schooling for such children. The 
enforcement ' of these restrictions was left to local 
police teacher and clergymen. No wonder the law 
proved to be a failure. 

An enquiry into the working of the law of 1839 
held in 1851 showed that the workers’ condition 
remained as miserable as before. In 1853, therefore, 
the previous measure was leplacecl by another. It 
raised the minimum age of employment to 12 and 
limited the hours of work and schooling for children 
under 14 years of age to 6 and 3 respectively. It also 
provided for the appointment of inspectors to enforce 
the Act. Compared to the then state of factory legisla- 
tion in England, the law of 1853 was certainly more* 
advanced, but for all practical purposes it was useless 
as its enforcement was rendered difficult by the oppo- 
sition of factory owners and by the wealmess of the 
government to take measures against them. 

The conditions in other states were similar to 
those in Prussia. Restrictions on the employment of 
children were placed in the states of Bavaria, Baden, 
Wurtemberg, Hesse and Saxony, but they could not 
be enforced. 

In the meanwhile the establishment of factories 
progressed rapidly and the workers employed in them 
worked long hours, accepted low wagqs and. put up 
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with unhealthy conditions. A few years befoie the 
Empire was foimded, the need for a more compre- 
hensive legislation was felt. When the North German 
Confederation was formed in 1867, uniform legisla- 
tion applying to all the states included in it was passed. 
The Industrial Code of the Confederation provided 
for the enforcement of the Prussian legislation of 1839 
with certain improvements and required the factory 
owners to install safety devices to protect health and 
life of workers. Though the number of inspectors 
was increased, the machinery of enforcement was still 
inadequate for the growing number of factories. Thus 
before the Empire was founded, factory legislation m 
all the states was hopelessly inadequate. No provision 
was made for the regulation of the conditions of 
workers and even the restriction regarding child 
labour could not be fully enforced. 

After the Empire was founded, as said before, the 
industrial progress of Germany became astoundingly 
swift. The number of factories increased. There was 
an exodus of population from the countryside to the 
industrial cities. An army of men, women and 
children was employed in many of the hazardous 
occupations in industries. The number of lives lost 
from accidents became disconcertingly large. With 
the high cost of living in cities and low wages the 
standard of life of the workers in certain areas declin- 
ed. At the same time the growth of socialist organiza- 
tions and their political activities pressed upon the 
government’s attention the need for the extension of 
factory legislation to include atleast women, provi- 
sion of devices to prevent accidents, pa3mnent of com- 
pensation to workers injured by accidents and a more 
effective enforcement of law. 

The attitude of the Empire government to labour 
problems was influenced by Bismarck’s ideas. He 
was never in favour of compulsorily improwng the 
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conditions in factories because he believed that law 
could be easily evaded and that there would be no 
direct gain to workers. He thought that what the 
worker in modern factories required was a provision 
of insurance' against sickness, accident, old age and 
unemployment. Such insurance would provide him 
against all the vicissitudes of industrial life. It would 
afso indirectly lead to an improvement of factory 
conditions voluntarily by the employers. He, there- 
fore, paid little attention to factory legislation except 
that in 1878 a law was passed to place the responsi- 
bility on employers for the payment of compensation 
in case of accidents if they were not the result of 
worker’s negligence and an administrative law was 
passed providing for the inspection of factories, mines 
and quarries throughout the Empire. The appoint- 
ment of inspectors and the regulation of their work 
was left to the states but to bring about uniform 
conditions, a set of regulations was issued by the Bun- 
desrath. The state governments followed closely the 
regulations of the Empire government. Thereafter 
no attention was given to this aspect of labour problem 
but in the next decade Bismarck proceeded with his 
social legislation programme. Laws were enacted for 
the introduction of sickness, accident, and, old age and 
invalidity insurance. 

The agitation of workers for the improvement of 
factory conditions finally bore fruit in 1891. In that 
year an International Congress to consider labour 
problems was held at Berlin which made certain re- 
commendations. They were considered by the Reich- 
stag and its decisions were embodied in an Industrial 
Code of June, 1891. Its main features were : prohibi- 
tion of the employment of children under 13 years of 
age ; those who were above 13 years of age could be 
employed only if they had completed elementary 
education ; establishments employing children, under 
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18 years were subjected to special restrictions to 
protect their health and morals ; children were not to 
be employed in dangerous industries ; the law was 
made applicable to workshops and some home indus- 
tries ; finally the inspectors were given more powers 
to protect women workers and apprentices in hotels 
and taverns and to enforce a Sunday rest. 

Before the Great War the factory legislation 
mainly consisted of the Code of 1891 as amended from 
time to time. The employment of children under 13 
years of age was prohibited and the hours of work 
of children between 13 and 16 years of age and women 
workers were limited to 10 hours a day exclusive of 
rest hours. They were also not to be employed in the 
night time. There was no such restriction on the 
hours of the work of adult male workers. The Code 
also required employers to take steps to protect health 
and life of workers. The law was applicable to fac- 
tories and workshops excluding mines, quarries, state 
industries and railways, fisheries, agrarian and forest 
industries, and building industry. Separate regula- 
tions were provided for these industries. The Code 
was applicable throughout the Empire, but its enforce- 
ment was, left to the states and, therefore, the results 
achieved depended on the energy of inspectors res- 
ponsible to the state governments. 

Comparison of factory legislation in Germany and 
England, the two great competitors in Europe, is 
bound to be superficial because while Germany had 
made up the deficiencies of factory law by introducing 
social legislation nearly thirty years before the war, 
in England just a beginning was made by the National 
Health Insurance Act of 1911. England was in some 
respects ahead of Germany, while in others she was 
behind her. While in England the minimum age of 
employment was 12, in Germany it was 13. But like 
Bn^and, there was no necessity in Germany t6 prove 
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the age of children before they were employed- la 
England the protected age extended to 18 years ; in 
Germany to 16 years only. Moreover, the provisions 
relatmg to the emplo 3 nnent of women workers in 
Germany were not as detailed as in England. As in 
Germany, the provision regarding statutory holidays 
did not apply to adult male workers in England. In 
both the countries the law made no provision regard- 
ing the regulation of work of adult male workers. . But 
considering the whole field of protective legislation, 
the German worker was better off than the English. 

In the post-war years the law was amendeti from 
time to time. Before the rise of National Socialism, 
the main outline of the lavr was as follows ; children 
were prohibited from being employed in industries or 
workshops worked by steam, gas, electricity, etc., if 
less than 10 adult workers were engaged in them or 
in building trade, brick making, mining, or in any 
underground employment or in any employment 
generally considered harmful to children such as 
glass-blowing or in industries connected with the 
working of lead, copper or zinc, or in colour factories 
and the meat trade. Their hours of work did not 
exceed four. They were also given two hours of rest 
at mid-day. After the close of the Great Wai’ as 
remarked before, the working day of adult workers 
consisted of eight hours. Provision was made for rest 
^periods. The restrictions regarding women were 
more stringent. They were not allowed to be employ- 
ed in establishments where machinery was used after 
8 P. M. and before 6 A. M. on all other days excepting 
on Saturdays when they were not to be employed 
later than 5 P. M. Where two shifts were being 
worked, women were allowed to be employed • upto 
10 P. M. but it was necessary that 16 clear hours must 
have elapsed before they could start work again. 
Women with household duties over 16 yearS'of age 



The Trade Union Movement 


36 } 


r>* 


were to be given a longer period of mid-day rest. 
There were also provisions regarding health and safety 
of workers. 

When the National Socialists assumed power an 
elaborate system of labour regulation was introduced 
by the law for the Regulation of National Labour of 
January 20, 1934. The law declared that its objects 
were to introduce the leadership principle and to 
abolish class-war and to make workers and employers 
work together in the interests of the nat’on. The 
first salient feature of this law is that it provides for 
the formation of Mutual Trust Councils in all concerns 
employing more than 20 persons. The Council con- 
sists of the employer ( the leader ) and from 2 to 10 
representatives of worker^ It functions merely as 
an advisory body ; and its chief task is to establish 
mutual confidence between workers and employers. 
Its other duties are : to increase efficiency of workers ; 
to assist in the framing and application of works 
retrulations ; to settle disputes ; and to help in the 
fixing of fines. ^ 

Secondly, it empowers the government to appoint 
Labour Trustees whose decisions shall be final on all 
• matters. Thus they take the place of the old system 
of bargaining between employers’ associations and 
trade unions. Their work cpns^'sts of : laying down 
general works regulations according to which employ- 
ers are required to frame their works regulations ; 
issuing of wage schedules ; approving of collective 
dismissals ( i.e., over ten per cent, of the employees ) ; 
and reporting to the Ministry of Labour on the politi- 
cal and social development of workers. There are 
fourteen Labour Trustees appointed for the fourteen 
industrial districts of Germany. They are advised in 
their work by two advisory committees. 

Thirdly, every concern employing more than 20 
persons' «must issue works regulations regarding : 
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working hours ; wages and salaries ; schedules for 
calculating piece-work wages ; type, amount and 
exactions of fines ; grounds on which employment 
could be terminated without notice and the utilisation 
of forfeited remuneration. The works regulations in 
the various industrial concerns in effect constitute the 
factory law. The standard wage schedules are fixed 
by Labour Trustees. In 1934-35 nearly 1700 wage 
schedules were issued by them. 

Fourthly, every worker is expected to devote all 
his energies to the good of the concern and also to the 
common good of all workers. If he becomes lax or is 
Sound wanting in some respects, he is dealt with by 
the Courts of Social Honour. Each industrial district 
has such a court. In addition there are Labour Courts 
to deal with cases of wrongful dismissal. 

In addition there are a number of decrees and 
laws meant to control labour. By a decree of 1935 
emigration of skilled workers and technicians is pro- 
hibited without the permission of the Minister of 
Economic Affairs. By the law for the Regulation of 
the Supply of Labour of 1934 the districts of high 
unemployment could be declared as ‘ closed zones ’ 
against the immigration of labour irom other areas. • 
Similarly very wide powers ha;^e been given to the 
Reich Labour Exchanges regarding the distribution 
of labour. Thus workers have been subjected to 
minute regulation by the state and the liberty which 
they had won after a struggle lasting for three quar- 
ters of a century has been lost. What a fall there has 
been from the ideals which Marx and Lassalle had 
cherished when they had started the revolutionary 
socialist movement in Germany in the second half of 
the nineteenth century ! 

The average hours of work in the German indus- 
tries prescribed by the collective rules issued with 
the corfisent of Labour Trustees have been eight per 
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day. According to the results of 16,576 inspections of 
undertakings by Labour Front officials acting as 
(factory inspectors, 2 per cent, of the undertakings 
visited worked less than 40 hours a week on the 
average, 12 per cent, between 40 and 47 hours, 59 per 
cent. 48 hours, and 27 per cent, more than 48 hours. 
The index of wages fixed by the Labour Trustees was 
as follows : 

. Index Number of Industrial Wages * 

( money and real ) 

Base ; 1929-100 
( Hourly rates ) 


Money 

wages 

Real Wages 

1932 

82 

104 

1933 

79 

104 

1934 

79 

101 

1935 

79 

99 

1936 

79 

98 


The above figures show that though money wages 
were lower than in 1929, the real wages were remark- 
ably near the level of 1929. This was no doubt due to 
the control of prices. There was a slight fall in the 
real wages in 1935 and 1936 which must be explained 
by the rise in the cost of living from higher prices. 

The collective rules also made provision for the 
protection of children and women workers. Holidays 
with pay were also provided according to the length 
of active service. Thus according to the rules issued 
in the Rhine district in 1936, workers over 18 years of 
age were allowed 6 working days after 9 months’ 
service ; apprentices and young persons were entitled 
to a holiday consisting of 9 to 12 working days accord- 
ing to age and length of apprenticeship ; and war- 
cripples and, persons disabled in industrial accidents 
were entitled to at least 18 days’ holidays. 


• I. L..O. Year, Book, 1936-37, p. 289. 
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Social Insurance 

Germany was far ahead of other countries in the 
estabiishment of social insurance schemes for workers. 
Bismarck who introduced them is said to have been 
inclined towards state socialism which accepted the 
established government but wanted it to undertake a 
reformist programme. The circumstances which led 
him to introduce these schemes lay in the economic 
and and political development of Germany in the 
second half of the nineteenth century. After 1850 
Germany was dotted with modern factories but their 
tentacles spread widely after 1870. The number of 
men, women and children, as said before, engaged in 
these factories increased vastly and the evils which 
were noticed in England a century before appeared in 
their ugly form. Bismarck was not slow to perceive 
the effects of industrial capitalism on workers. At 
the same time when this transformation of the coun- 
try was going on, the influence of socialism on the 
German people was spreading. While Liebknecht 
and Bebel were preaching revolutionary Marxism, 
Lassalle was content with advocating a reformist 
programme, aimed at the introduction of universal 
manhood suffrage and state support to workmen’s , 
productive associations. Bismarck was influenced by 
Lassalle about whom he said that he was “ one of the 
cleverest and most agreeable man he ever met 
After Lassalle’s death, however, the socialist move- 
ment passed into the hands of Liebknecht who formed 
the Social Democratic Party in 1869. Bismarck saw 
the danger to the established government and econo- 
mic order if revolutionary socialism spread among 
workers which it was likely if the workers’ conditions 
were not improved:. When the Empire was fojrmed, 
the universal manhood suffrage was introduced with 
the result that the number of socialist votes increased. 
Moreover, in 1872 a conference of economists, profes- 
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SOTS, administrators and jurists which met at Eisenach 
drafted a manifesto with the help of Professor Schmol- 
ler and Professor Wagner urging the government to 
undertake a programme of social amelioration to 
“ enable an increasing number of people to participate 
in the highest benefits of civilization”. Bismarck for 
a time thought of killing the growth of socialism and 
attempted to form a European combination against it, 
but failed because of the lack of support from Eng- 
land. In 1874 he tried to muzzle German socialism 
by a press law but was foiled by the liberal party in 
the Reichstag. Finally he got his opportunity in 1878 
when after an attempt was made on the life of the 
king, he came out with the ‘ exceptional law * to sup- 
press all socialist organizations and their activities. 

Though Bismarck tried repression, he was alive 
to the importance of winning over workers to the side 
of the government by giving them protection against 
all the vicissitudes of industrial life. He thought that 
workers would be weaned away from revolutionary 
socialism if he gave effect to the programme of state 
socialists. His action in this direction would have 
also received the support of the humanitarians and 
lent strength to the Empire. He selected only those 
items of the programme which suited his purpose. 
The policy which the state adopted was stated at the 
time when the accident insurance bill was introduced 
in 1881 : That the state should interest itself to a 
greater degree than hitherto in those of its members 
who need assistance, is not only a duty of humanity 
and Christianity — ^by which state institutions should 
be permeated — ^but a duty of state-preserving policy, 
whose aim should be to cultivate the conception — and 
that» too, .amongst the non-propertied classes, which 
form at once the most numerous and the least instruct- 
ed part of the population — that the state is not merely 
a nece^ity but a beneficient institution. These classes 
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must, by evident and direct advantages which are 
secured to them by legislative measures, be led to 
regard the state, not as institution contrived for the 
protection of the better classes of society but as one 
serving their own needs and interests. The apprehen- 
sion that a socialist element might be introduced into 
legislation if this end were followed should not check 
us. So far as that may be the case it will not be an 
innovation but the further development of the mpdem 
state idea, the result of Christian ethics, besides the 
defensive duty of protecting existing rights, the posi- 
tive duty of promoting the welfare of all its members, 
and especially those who are weak and in need of help, 
by means lof judicious institution and the employment 
of those resources of the community which are at its 
disposal. ”* 

The social insurance programme became a part 
of the general public policy directed towards the 
betterment of the lower classes of society. This could 
be seen from the care which the state bestowed on the 
education of its children. The state regarded that 
every German citizen had a right to elementary school 
education at public cost. In Germany, therefore, 
education was compulsory for boys and girls between 
the ages of 6 and 14. The education imparted was not 
merely academic in the usual sense of the word but 
consisted of an elaborate programme of practical 
training in arts and crafts and of physical culttire. 
The state did not stint in spending on the provision 
of nutritive food and books to the children of the poor. 
The German state regarded that every man, woman 
and child was an asset to itself and that in their neglect 
the community suffered a loss. The aim of public 
policy was to make every man a good soldier and a 

* Ogg and Sharp, Economic Development of Modern Europe, 
p. 549-50. ; 
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self-supporting and useful citizen ; every woman 
a model housewife and mother. 

Though Bismarck introduced social insurance 
schemes on a national scale, relief provided by them 
was given to workers in one form or another by state 
legislation or by private agencies before the Empire 
was founded. Thus in Prussia a statute of 1838 pro- 
vided compensation to the workers on the railways for 
accidental injuries. This principle was extended to 
mines, quarries and factories by a law of 1871. But 
the burden of proof lay on the workers and, therefore, 
the law. was of little use to them. Similarly, gilds and 
associations of journeymen provided help to their 
members in sickness. The Prussian government legal- 
ised and encouraged this system by statutes of 1845, 
1849 and 1854. By the Act of 1854 local authorities 
were also empowered to require employers of certain 
classes to contribute half the cost of insurance and 
also to undertake the formation of insurance societies. 
Thus the principle of obligatory insurance was intro- 
duced in Prussia. In other states like Saxony, Bavaria, 
Baden and Wurtemberg provision for relief was made 
by law. 

Bismarck’s first insurance measure was the Acci- 
dent Insurance Bill introduced in 1881, which having 
failed to pass twice, was enacted in 1884. It came 
into force from October 1, 1885. The second measure 
was the Sickness Insurance Bill tacked on to the first. 
Though the Accident Insurance Bill failed to pass, in 
1883 the Sickness Insurance Bill was adopted by 
the Reichstag. The third measure was the Old-age 
and Invalidity Insurance Bill which was introduced in 
1887 but which was delayed for some time because of 
. the death of William I. It became law in 1889 and 
was pUt into force in January, 1891. These three laws 
were modified from time to time in the light of experi- 
ence of Y^orking them and were finally embodi«i in a 
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Workmen’s Insurance Code of 1911. It covered nearly 
the entire industrial working population of Germany^ 
a unique system not found in any other industrial 
country* Its effect on the industrial growth of the 
country was expressed in 1906 by Count Posadowsky, 
the Imperial Minister of Interior in the following 
words : “ If Germany has just experienced a v^t 
industrial expansion equalled by no other country in 
the world during the same time, it is chiefly due to the 
efficiency of its workers. But this efficiency must 
inevitably have suffered had we not secured to tour 
working-classes, by the social legislation of. recent 
years, a tolerable standard of life, and had we not, 
so far as was possible, guaranteed their physical 
health.” * 

As provided bv the Code of 1911, the accident 
insurance was applicable to nearly all workers and 
superior staff drawing salaries of less than 5,000 
marks a year. Every employer was required to be a 
member of a mutual insurance association. The 
funds for the scheme were entirely provided by em- 
ployers. The state guaranteed the solvency of the 
insurance associations. The law also laid down the 
conditions for eligibility to receive benefits under the, 
scheme. The scheme provided for the following 
benefits : (1) all expenses of medical attendance in- 
cluding surg^'cal operation ; (2) cash benefit being a 
percentage of wages for varying periods according to 
the extent of injury ; and (3) in cases of accidental 
death, burial expenses and pension for widow, children 
and dependents. The number of persons covered by 
the accident insurance increased from 3.2 millions .in 
1885 1o 21.1 millions in 1907 ; in 1933 the number was 
estimated to be 22 millions. There has been np sub- 


Ibid, pp. ^44-445. 
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stantial change made in the provisions of the law 
imtil recent years. 

The sickness insurance as provided in the Code 
was applicable to all workers whose income or wages 
were below 2,000 marks a year. Later on the limit 
was extended to annual incoihes upto 3,600 marks. 
Every workman was required to be a mefnber of an 
insurance society. Funds were raised from contribu- 
tions • by employers and employees. The rates of 
contribution varied from area to area and from indus- 
try to industry according to their nature. But gene- 
rally employers and employees contributed in the 
proportion of one-third and tw‘o-thirds. The scheme 
provided for the following benefits : (1) medical and 
surgical treatment, hospital and home care and burial 
expenses in the event of death ; (2) medical attendance 
for wife or husband, as the case may be, and children, 
if half the cost of medicines was paid by the insured 
member ; (3) cash allowance to the member the 
amount of which varied accordmg to the length o^ 
illness ; (4) cash allowance to wife and children ; anc 
(5) maternity benefits to female members for four 
weeks before and six weeks after childbirth. The 
.total number of insured persons in 1907 was 12.1 
millions ; in 1933 the number had increased to 16.8 
millions. 

The old-age and invalidity insurance of 1891 ex- 
tended in 1911 to include survivors’ insurance, i.e., the 
insurance of widows and orphans. The provisions of 
the Code relating to old-age and invalidity required 
every worker above the age of 16 and certain salaried 
employees with annual incomes below 2,000 marks 
to insure against old-age and invalidity. The neces- 
sary funds were raised from equal contributions from 
employers and employees and a grant by the state. 
The benefits consisted of : (1) an invalidity apnuity 
when by permanent invalidity a member’s earning 
; <2 • 
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capacity was lost to the extent of two-thirds (now 
one-third) : and (2) an old-age annuity to all the 
members attaining the age of 70 (now 65). The sur- 
vivors insurance though combined with the old-age 
and invalidity insurance was a separate branch. It 
provided the following benefits: (1) three-tenths of 
the deceased husband’s pension plus an Imperial sub- 
sidy ol 50 marks to an invalid widow so long as she 
remained unmarried ; (2) similarly an Imperial sub- 
sidy and pension to orphans until they attained the 
age of 15. There was a limit to the total pension so 
payable. 

In 1911 an insurance system for the salaric<i 
employees was introduced. It applied to all persons, 
clerks, managers, etc., whose salary did not exceed 
5000 marks a year. Recently the limit has been raised 
to 7,200 marks per year. Many of the persons affected 
by it were already insured in other schemes but the 
new scheme was supplementary and compulsory. 
Employers and employees gave equal contributions. 
It provided members with a pension on attaining the 
age of 65 or on being disabled. Similarly pensions 
were provided for orphans and widows. 

One aspect of social services rendered before the* 
Great War which must be particularly mentioned was 
the attention paid to the tuberculosis patitmts. In the 
early years of the working of the invalidity insurance 
it was noticed that neaiiy 13 per cent, of the annuities 
granted to men and 9.6 per cent, of those granted to 
women were to tuberculosis patients. By a law' of 
1899, therefore, insurance societies were required to 
make arrangements for the treatment of these patients 
in tuberculosis sanitoria as they were capable of being 
cured in the early stages. By 1909 there were » about 
150 sanitoria. Between 1899 and 1909, the total num- 
ber of patients treated in them was 273,000. The 
mortality figure fell from 23.08 per thousand* for the 
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period 1895-99 to 18.45 per thousand for the period 
1905-09. 

Germany was confronted with the problem of 
unemployment which has become a common feature 
of all the industrial countries. The devices which she 
adopted to combat it were three : (1) labour ex- 
changes ; (2) home-lodging houses and public relief 
stations : and (3) insurance against unemployment. 
In the beginning labour bureaus ( or exchanges ) were 
managed on private basis. The first labour bureau of 
this type was started m 1865 in Stuttgart by the Work- 
jngmen^s Improvement Society. It was then copied 
in many other cities. Very shortly these bureaus 
were converted into municipal bureaus and by 1907 
there were 315 municipal bureaus. In addition there 
were labour bureaus started by trade unions, gilds 
and non-officials. They were very useful in finding 
work for the unemploved. The number of persons 
who found work with their aid varied between 50,000 
to 1,000,000 every year. By the end of the century, 
V7urtemberg made a beginning, and was followed by 
Bavaria, Badan and some other states, in organizing 
state unemployment bureaus. They were also group- 
• ed into regional associations and finally into a volun- 
tary association for Ihe Empire. Thus these institu- 
tions were very useful to workers. In spite of their 
work, a large number of persons were bound to remain 
unemployed under the modern industrial conditions. 
They might have to wander from place to place in 
search of jobs. To provide them with food and shel- 
ter, the home-lodging houses, which were private 
enterprises, and public relief stations were started. 
In the first food and shelter was provided without any 
cost;. in the latter in return for work. In both the 
cases a certificate of recent employment was required 
, before anybody was given help. 

The ‘unemployment insurance was begun in Ger- 
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many by municipalities. The first experiment was 
made by Cologne in 1894. This experiment proved to 
be a great success and was copied in other cities. 
Though Bismarck did not make an attempt to start 
unemployment insurance on national scale, in the 
beginning of the twentieth century, states were being 
pressed to organize state schemes. But none of them 
could undertake it because of the financial risks in- 
volved in it. In the disorganized economic conditions 
in t]\e post-war period again a demand was made of 
the government which consisted of socialists that a 
nation-wide scheme should be introduced by it.. After 
long deliberations, a national scheme was introduced 
in 1927. 

The present unemployment insurance scheme 
applies to all those workers to whom the sickness 
insurance applies with the exception of certain classes. 
Contributions are paid by employers and employees 
in equal proportion. Workers’ contribution in 1936 
was 6 1|2 per cent, of the basic wage. An unemployed 
worker is paid a cash allowance for a limited number 
of weeks after he has paid a certain number of contri- 
butions, Workers over 40 years of age arc paid bene- 
fits for longer periods. With the sanction of the 
Labour Minister short time grants are also given. 
The insurance against sickness also continues to run 
during the period of unemployment. 

The National Socialists continued all the four 
insurance schemes with certain modifications regard- 
ing benefits and their duration. In 1934 an Act was 
passed to consolidate all the systems. To supplement 
the social insurance benefits to workers in- certain 
cases,, they started a voluntary organization known as 
the National Socialist People’s Welfare Organiz^ition 
( N. S. V. ) Its activities consists of : care of mother 
and child, child welfare, unemployment assistance, 
war victim relief and care of the rentier, aged and 
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infirm. It has the largest membership of any volun- 
tary relief organization in the world, in 1935 it was 
4,700,000. The organization maintains 13,000 creches 
and 500,000 beds. 


Chapter XIX 

• THE EFFECTS OF THE GREAT WAR 

At the beginning of the Great War, Germany was 
strong, * united and prosperous and was one of the 
three principal industrial nations of the world. She 
had left France behind and had sui'passed England in 
the production of iron and eteel, machinery, electro- 
technical products and chemicals ; she was behind 
England only in the production of coal and cotton 
textiles. From an insignificant position her mer- 
chant fleet had expanded to a considerable size 
and was capable of competing with the established 
English lines. Her foreign trade had grown rapidly 
in the previous decade and was only second to that of 
England. She had also lent capital to other countries 
.. and was regularly receiving income from it. German 
banking had spread beyond the national boundaries 
and was helping German foreign trade. All these 
results were achieved by Germany in about forty 
years' time. 

The war had, however, devastating effects on 
Germany. When the armistice was signed she was 
in a state of complete economic, physical and political 
exhaustion. She had lost her foreign trade and in 
addition incurred indebtedness in foreign countries. 
Her agriculture and industry were in a hopelessly dis- 
organized condition. For four years Germany lived on 
capital. Agriculture was made to produce as much 
as it *could, but no attention was paid to the deteriora- 
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tion of soil. Many of her industries which depended 
on foreign supplies of raw materials were either 
closed or were partially working. In 1918 there were 
7,000 substitutes in use for food and clothing, Jflx- 
cepting the iron and steel and coal industries, all others 
were in a desperate condition. In addition to the loss 
of economic resources, she had lost considerable man- 
power. The number of Germans killed was 1.8 millions 
and that of wounded 4.3 millions. In all, it aipount- 
ed to 17.03 per cent, of her military personnel. Even 
those who survived were in a state of physical exhaus- 
tion. The sense of defeat had crushed all the hopes 
that they had entertained about the future. Even the 
civilian population had suffered in health and standard 
of living. The terrible effects of the war on the 
population were seen in the fall of the birth rate from 
28.3 per thousand in 1913 to 14.4 per thousand in 1917. 
On top of this the revolution of 1918 made for a time 
the political future of Germany uncertain. 

But there was one aspect of the economic situa- 
tion in Germany which threatened greater disorder in 
the future It was inflation of currenc^ When the 
war ended Germany was already on the road to in- 
flation. The way for it was paved by the currency* 
measures of 1914 and the policy of financing the war. 
After the war broke out, the German Government 
took the following steps in the currency field : (1) 

suspension of the obligation of the Reichsbank and 
private note-issuing banks to make specie payments ; 
(2) establishment of loan offices authorised to issue 
paper money as an advance on paper securities and 
goods ; and (3) authorising the Reichsbank to issue 
paper currency with the cover of treasury bonds and 
bills. Thus all checks on the issue of paper money 
which in normal time keep its value stable were 
removed to help the government finance the war by 
securing purchasing power with ease. • 
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Germany also followed a policy of financing the 
war different from that of the other European belli- 
gerents. She believed that the war would not last 
very long and, therefore, decided to finance it by bor- 
rowing rather than by taxation. She wanted to keep 
the German people in good humour not only by not 
taxing them to the extent necessary for financing a 
costly war but by holding out a bright picture of a 
triumphant Germany. This was for instance the view 
held by Helfferich who was the Financial Secretary in 
1915. When the war was prolonged, an attempt was 
made to introduce war profits tax and turnover tax, 
but Germany could not raise by them more than five 
per cent, of the war costs. Thus she had to fall back 
upon the device of raising loans. 

In the beginning when the government issued 
war loans, people lent their savings through feelings 
of patriotism. The success of the 5 per cent, war loans 
was so great that by 1916 the German government was 
able to pay back the advances of the Reichsbank and 
also have a surplus of 5 million marks. But it was 
soon realised that this success was made possible by 
advances from the loan offices. From 1916 the ability 
of the German people to subscribe to loans was 
impaired by the rising cost of living and the Govern- 
ment had to fall back upon borrowing from the Reichs- 
bank. Consequently by the end of the war, the un- 
funded debt wholly raised from the Reichsbank had 
risen to 40 billion marks. The funded debt — 5 per 
cent, war loans — amounted to about 100 billion marks. 

The effects of government borrowing were seen 
9n the currency circlation in the country. At the 
beginning of the war currency circulation was estimat- 
ed at 6 billion marks ; it consisted of 2 billion worth 
Reichsbank currency and 4 billion worth gold coin 
and token currency. Thereafter because of the need 
of gold for making payment for purchases in foreign 
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countries, the gold coins were withdrawn from cir- 
culation and were replaced by paper currency. Hie 
currency circulation increased from year to year as 
follows : 

In billion metrics. 


1915 

10.0 

1916 

13.0 

1917 

19.5 

1918 

28.4 


The full effects of the currency inflation were not 
seen by the people because of certain factors. The 
exchange value of the mark which would have reflect- 
ed the depreciation of the mark could not indicate the 
extent of inflation because it was not functioning 
properly as Germany was cut off from the rest of the 
world. Moreover, foreigners who held German cur- 
rency did not unload it because they still had confi- 
dence in her ability to bring back currency to par. 
Externally, therefore, the mark fell by only 50 per 
cent. Internally also prices did not indicate the 
degree of inflation because prices were deprived of 
their power of reaction by the control of the govern- 
ment on commodities and their maximum prices. In 
spite of these drags, price and waj>e levels did not 
completely fail to indicate that inflation was afoot. 
By the time of the armistice, the commodity index had 
risen to 2.30 as against 100 in 1914 ; the wages index 
was also 250 as against 100 in 1914. Thus the currency 
situation was serious if not dangerous. Unless the 
government was prepared to take drastic measures 
of economy and gradual deflation, Germany was faced 
with the prospect of a complete paralysis of the econO; 
mic structure. 

This was the situation when the war ended. It 
was already serious. But the terms of the Armi^ice 
and the Peace Treaty put such a burden on her that 
the task of bringing back German economy to peace 
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time basis was made almost impossible. Many people 
then believed that Germany had lost her industrial 
leadership for good. The Armistice conditions pro- 
vided for : immediate evacuation of all territories 
occupied by Germany ; withdrawal of all the German 
troops beyond the Rhine ; Allied occupation of the 30 
kilometer bridgeheads on the right bank of the Rhine ; 
creation of a neutral zone of 10 kilometers on the right 
bank, of the Rhine ; delivery of all munitions and 
the surrender of the major part of the fleet. These 
were military terms. In addition to them it was 
provided that : Germany should deliver 5,000 railway 
engines, 150,000 freight cars, the whole of the railway 
in the Alsace and Lorrain, 5,000 motor trucks and 
also return all the gold taken from the banks of 
the conquered) countries ; and should further accept 
the continuance of blockade until the Peace Treaty 
was signed ; and in addition pay, because Germany 
was alleged to be guilty of causing the war, repara- 
tions which were to be fixed by the Peace Treaty, 

It is not necessary here to go into the political 
tangles created by the bargaining of politicians at 
Versailles. We are more concerned with the burden 
placed on Germany by the terms of the Peace Treaty. 
The Treaty which was signed on June 28, 1919 con- 
tained the following terms : the Allied occupation was 
to continue until 1935 with gradual withdrawal in 
1925, 1930 and/ 1935 ; Alsace and Lorrain were to be 
ceded to France as also the Saar coal mines ; the Saar 
province was to be administered by the League of 
Natibns for 15 years and then its return was to be 
determined by a plebescite ; certain parts of Germany 
adjoining to Belgium were to be given to her ; the 
Dutcby of Luxemberg was to be removed from the 
German customs union ; upper part of Schleswig was 
to be given to Denmark ; parts of West Prussia, Posen 
and upper Silesia were to be given to Poland ; Danzig 
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was to be made a free city under the administration 
of the League ; Memel was to be inter-nationalized ; 
East Prussia was to be separated from the West by a 
corridor to be given to Poland to give her an outlet 
to sea ; colonies were to be divided among the Allies 
as mandated areas ; France was to be given 38 million 
tons of coal per year for ten years as also many chemi- 
cals and livestock for the destruction suffered by her ; 
Germany was to bear the costs of the Allied army of 
occupation and the various commissions set lip to 
enforce the terms of the Treaty ; Germany was also 
to grant the most-favoured-nation treatment to the 
Allies in her trade though they were not bound to 
give her the same treatment ; in addition Germany 
was to pay reparations which were to be decided by 
a commission by May 1, 1921 ; in the meanwhile 
Germany was to pay 20 milliard gold marks and issue 
bonds for further 80 milliard marks. Finally the 
Reparation Commission announced the total repara- 
tions payable by Germany as 132 milliard gold marks. 

These were the terms to which Germany willy- 
nillv agreed. If their total effect is summed up Ger- 
many lost about 13 per cent of her population, 13 per 
cent, of the European territories and colonies which 
were nearly five and half times the size of Imperial 
Germany of 1913. From the point of the value of 
production in 1913, her loss in productive capacity 
was 15.7% of coal. 48.2% of iron ore, 19% of iron and 
steel industry, 59% of Zinc industry, 24% of lead and 
12% of sulphur. In addition she lost 15.5% of arable 
land and 12% of livestock. While her colonies were 
taken away no compensation was paid for land, rail- 
ways, posts, etc., and it was left to the German Gov- 
ernment to compensate her bond holders. In all the 
loss of foreign holdings was estimated at 28 milliard 
marks. Thus the terms of the Armistice and the 
Treaty* went beyond the 14 points of President^ Wilson 
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on the basis of which Germany had asked for armis- 
tice. The aims of the Allies were clear. They wanted 
that Germany should not raise her head again for the 
remainder of the twentieth century. 

Apart from the absurdity of the size of reparation 
payments, the remaining terms of the Treaty dis-« 
membered Germany into pieces and made economic 
reconstruction and progress difficult. The highly 
organized structure of the coal and iron and steel 
industries which she had built in the Ruhr, Alsace 
and Lorrain was destroyed and the Ruhr coal deposits 
were left without iron ores. The loss of agriculturtil 
land made her problem of food supply acute. The 
separation of East Prussia from the main land made 
the development of that part difficult. Moreover, the 
creation of small hostile states round Germany led to 
the resentment of the German people. To say the 
least, the* Treaty was most humiliating to a great 
nation and had direct repercussions on her economic 
development m the next decade. 

The Social Democratic government assumed pow- 
ers under the shadow of a discouraging future. The 
most pressing problem of the German economy which 
faced them was the problem of checking currency 
inflation. The first step in this direction was to 
balance the budget which was a herculean task 
in view of the Treaty burden. Under the Imperial 
constitution the main powers of taxation were with 
the states. During the war, for reasons already men- 
tioned, the Imperial government did not introduce any 
new taxation. The new government reformed the 
systc'm of taxation and introduced national taxes of a 
dem^'cratic nature. Thus the war profits tax pro- 
vided for the complete confiscation of unjust profits. 
While this reform was going on the social Democrats 
were pressed by the people to implement their elec- 
tion pi:omises of higher wages and salaries,* shorter 
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hours of work and freer education. To make itself 
popular, the government took certain steps in these 
■direction with the result that expenditure increased. 
But the new taxation was not immediately put into 
force and the government met the increased expend!- 
♦ ture by borrowing. Inflation instead of being checked 
was given a free rein. 

It is generally regarded that the pressure on 
Germany to make reparation payment has been also 
responsible for the depreciation of the mark. The 
huge sums demanded from her could be paid by Ger- 
many only by transferring bills of exchange in foreign 
currencies. She could secure them only from a sur- 
plus trade balance. But in the immediate post-war 
years she had to import food and raw materials on a 
large scale and, therefore, she could not secure a 
favourable balance of trade. The expansion of ex- 
ports was also made difficult by the high tariff walls 
which were raised by other oountries. Germany made 
payment for some time by transferring gold from the 
Reichsbank and by securing foreign currencies by the 
sale of bonds, shares and real estate held by her at 
the end of the war in foreign countries. When these 
were not adequate she sold paper marks to foreign 
buyers. Between 1919 and 3922 Germany paid, ac- 
cording to the Reparation Commission, about 5% 
milliard marks in cash and kind and ceded properties 
amounting to 2 V 2 milliard marks ; but the German 
estimate places the figure of total payments at 41 mil- 
liard marks. The actual figure of payments has been 
a controversial issue. The German mark, however, 
depreciated heavily. The pre-war ratio between the 
dollar and the mark was 1 to 4 ; when exchange 
operations were resumed in January, 1919, the rate 
had dropped t© 8 ; in December it was 50 ; in 4920 it 
varied between 40 and 90 ; in 1921, between 60 and 250. 
The depreciation had already assumed a dangerous 
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course and Dr. Schacht, the President of the Reichs- 
bank had pointed out that unless Grermany was able 
to export more, she could not make reparation pay- 
ment without damaging the economic structure. 

But still there were some hopes that the Allies 
would solve the problem of reparations. In July, 1922 
the German government asked for a two-year mora- 
torium and pointed out that if it was turned down a 
financial crash could not be averted. The Allies met 
in London. England and certain other countries were 
prepared to accept the German demand, but M. Poin- 
care representing France flatly refused by saying that 
Germany was trying to evade payment. He went 
further than that and decided to enforce the ‘ produc- 
tive guarantees ’ provided in the Treaty by occupying 
the Ruhr. France and Belgium sent a Mission of 
Control to the Ruhr in 1923. These events opened the 
floodgates of inflation. German capital began to be 
exported out of the country. People fearing further 
inflation rushed to buy food and other materials. 
The mark started depreciating faster than the print- 
ing presses could print notes. In fact it was reported 
that people started printing their own currency, the 
so-called emergency currency. The exchange value 
of the mark fell and a dollar fetched first million*^, 
then billions, and finally trillions of mark. It has 
been estimated by Lord d’Abernon that in the final 
stages of the .great inflation the German currency was 
worth 43,000,000,000,000 to the pound.* The currency 
became worthless and ceased to be recognised as a 
measure of value. The worst that can happen to any 
currency, its repudiation by the nationals, had come 
to pass. 

^as inflation of currency a deliberate action ? 
Some people say that it was. According to them if 


♦ Harris, German’s Foreign Indebtedness, p. 2. 
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the German government wanted to avert the collapse 
of currency, it could have done it by taking timely 
action, “The cabinet Ministers and their advisers”, 
Die Bank wrote in September, 1932, “ think it impos- 
sible to stop the printing presses. Besides, they 
believe that it would be impolitic because, if the value 
of German currency should improve, it would pro- 
claim Germany’s increased ability to pay reparations 
and would therefore increase the claims for repara- 
tions on the part of the Entente How far this 
allegation against the ministers was true, it is very 
difficult to prove. But certainly the attitude of the 
Allies was unconcilialing and was the cause of the 
despei’ate attitude of the German people w^ho were 
faced with an endless future always crushed under 
debt. An analysis of the course of depreciation will 
show that there were four causes responsible for it : 
the political events of the period consisting of the 
announcement of the terms of the Peace Treaty, the 
fixing of the reparation charges, the London ultima- 
tum, the occupation of the Ruhr and the final collapse 
of the passive resistance of the Germans there ; (2) 
reparation payments ; (3) the inability of the govern- 
ment to balance its receipts and expenditure ; and (4) 
the measures adopted by the government and the 
Reichsbank to finance the passive resistance of the 
Germans m the Ruhr to its occupation. Referring to 
the Allied action, Angell says : “ In the last analysis, 
however, these events taken together were themselves 
the product of the fundamental contradiction between 
the two great aims of the Allies, security and Repara- 
tions. Complete security entailed crushing Germa- 
ny’s military and economic power, but a crushed Ger- 
many could not and did not pay Reparations. The 
German foreign exchanges were jammed between 
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these two millstones, and the value of the mark was 
ground to dust.”* 

The inflation had wiped out the working capital 
of German enterprises and it was difficult to obtain 
fresh credit. Germany’s credit in the world was at 
the lowest point. Internally people were faced with 
starvation and the possibility of Bolshevism spreading 
among the people appeared to be great. An effort, 
therefore, was made to stabilise currency and the 
credit for achieving it goes to Dr. Luther, the Finance 
Minister and Dr. Schacht, the Currency Commissioner. 
An altogether new currency, the Rentenmark, was 
issued on the security of agricultural property, banks, 
industiv and trade, and business in general. In 
November, 1923 the new currency was issued and was 
exchanged with the old currency at the rate of one 
Rentenmark equal to 1.000,000,000,000 old marks. In 
November, 1924 the new currency was placed on the 
pre-wai basis with its gold value at 1|2790 kilograms. 
The cover for it was fixed at 40 per cent, gold and high 
valued securities with at-least 30 per cent, in gold 
and 60 per cent, in bills of exchange with three signa- 
tures and not more than three months to run. When 
thus the currt'ncv was finally stabilised, there was 
practically no old currency left. 

The stabilisation of currencv was a miraculous 
success. It was achieved no doubt because of the 
rutheless manner in which Dr. Luther cut down the 
expenditure of the government and introduced new 
taxation In addition the people had suffered greatly 
during the period of inflation and wanted a stable 
standard of value. The Dawes Plan accepted by the 
Allies late in 1924 also created hopes about the 
rehabil'tati'on of German industry, and brighter future. 
The combined effect of all the three factors worked to 


* Angell, the Recovery of Germany, p. 29, 
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create confidence of the German people in the new 
currency. 

The inflation of currency was over, but it had left 
indelible marks on the social and; economic life of 
Germany. Firstly, the rentier class was not only 
completely wiped out but its members were reduced 
to the position of the middle-class proletariat. They 
provided a fertile ground for recruitment to the 
National Socialist Party. Secondly, the German in- 
dustrial structure was weakened by the rise of mush- 
room concerns floated to take advantage of the abnor- 
mal rise in prices ; at the same time inflation facilitated 
the growth of huge combines like the Stinnes 
Konzern which began to disintegrate as soon as cur- 
rency was stabilised. Thirdly, when the currency 
collapsed the entire working capital was lost. Fourth- 
ly, the burden of debt on the German government 
which had increased during the war was wholly wiped 
out. Fifthly, the German agriculturists and indus- 
trialists were relieved of their burden of indebtedness 
in respect of fixed capital, mortgages, etc. As regards 
the agricultural and industrial production and foreign 
trade, it was shown in the previous chapters how they 
languished in the period of inflation. In spite of the 
encouragement given to exports by depreciation, the 
export trade failed to expand much, while imports 
c?ontinued to gr6w because of the food and raw mate- 
rial situation with the result that between 1919 and 
1923 the unfavourable balance of trade was 8 milliard 
gold marks. 

At the end of 1923 Germany was still in a despa- 
rate plight. The stabilisation itself had led to a sharp 
crisis in trade and industry. Hence Dr. Cuno, the 
Chancellor, demanded an enquiry by experts into 
CJermany’s capacity to pay. This request was granted 
and in 1923 two commissions were set up — the one 
presided over by General Dawes and the other 4by Sir 
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Reginald McKenna. The first committee was charged 
with the work of inquiring into the means of balancing 
the German budget and the steps to be taken to keep 
the German currency stable. The task of the second 
committee was to enquire into the amount of capital 
that had left Germany and the means of bringing it 
back. 

The Dawes Committee submitted its report in 
ApriH 1924 and was accepted by the Allies in August, 
1924. Though the Committee was entrusted with the 
question of budget and currency only, it had to 
make recommendations even on questions relating to 
reparations, industry and commerce because the 
solutions suggested for the former question de- 
pended on the working of^ the latter. The follow- 
ing advantages to Germany show the importance 
of the Dawes recommendations : (1) the reparation 
payments could be made by graduated instalments 
beginning with a small vfolume and reaching its full 
size after five years ; (2) a system of internal taxation 
was organized in such a way that the payment of repa- 
rations would be facilitated with ease ; (3) the mea- 
sures taken to balance t]ie budget and to guarantee the 
,, continued stability of currency left the government 
free to proceed with the reorganization of industry 
and the general economic life of the country ; and (4) 
finally they helped to restore the confidence of Ger- 
man, and more particularly of foreign, capital. 

The Dawes Plan fixed the standard annual repara- 
tion payment at 1,000 million marks for 1924-25 and 
thereafter it was to rise gradually to 2,500 million 
marks in 1928-29. In the first year a virtual morato- 
rium was granted. The German government was 
helped to make payment for that year from a loan of 
800 million marks arranged with the help of the Allies. 
The revenue necessary for the reparat'on payment 
thereafter' was to be realised from a system of 

41 % 
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taxation partly under the supervision and partly 
under the control of foreign powers. The payment 
was to be made up from the budget provision, a 
transport tax, interest and amortization on industrial 
debentures and interest and amortization on railway 
bonds. The budget provision was to be made up from 
the customs receipts of beer, tobacco and sugar taxes 
and the income from alcohol monopoly. The trans- 
port tax was to be levied on the gross revenues of the 
railways. The industries which were freed of their 
burden of indebtedness were to be required to con- 
tribute a total of 5000 million gold marks. The 
annual payment by them was to consist of 5 per cent, 
interest and 1 per cent, amortization charges on the 
first mortgage bonds issued equal to the total amount. 
Similarly the railways were to be required to pay a 
total of 11,000 gold marks. The annual payment was 
to consist of 5 per cent, by them as interest and 1 per 
cent, amortization charge on mortgage bonds of an 
equivalent amount. The payment to be made by 
industries amounted to 12 per cent, of the annual 
reparation payment. The contribution of the rail- 
ways including the transport tax amounted to 38 per 
cent, of the standard reparations. The Dawes Plan 
also ]-)rovided for a roorganizaiion of the Reichsbank. 
It also made an elaborate arrangement for the Iransfer 
of funds so that German exchanges may not be adver- 
sely affected. 

The Dawes Plan no doubt paved the way for 
German recovery for the next five years. Industries 
wore able to borrow from foreign countries and carry 
out a thorough rationalization of their plants. By 1929 
the German trade also showed substantial recover>n 
But the Dawes Plan had some serious drawbacks. 
The Committee had no authority to revise the scale 
of reparations and, therefore, the' main question of the 
aggregate amount still remained unsolved. ' ^Further 
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the management of the plan involved foreign control 
of German domestic affairs, particularly in matters of 
finance, banking and railroads, which it was difficult 
for an inpedendent country to tolerate. Finally, the 
annual payment could be made by Germany only by 
securing enough bills of exchange in foreign currency. 
But how could Germany get them when her balance 
of trade was adverse ? The German government, 
therefore, made payment by borrowing outside. 

One of the serious developments in the years fol- 
lowing' the introduction of the Dawes Plan was the 
flood of foreign loans to Germany. As remarked 
before, not only industries but municipalities and the 
government borrowed huge amounts from foreign 
countries, chiefly from the United States. By 1927, 
Mr. Parker Gilbert, the Agent General for Reparations 
and Dr. Schacht, the President of the Reichsbank had 
warned the people against reckless borrowing. In 
November 1924, the German government made the 
foreign borrowing of states and municipalities sub- 
ject to the approval of the Reich Finance Minister, 
As this law was resented by them as unconstitutional, 
an Advisory Foreign Loans Council was set up to 
recommend foreign borrowing. Though this body 
succeeded in checking foreign issues, the total amount 
of loans was substantial ; because though municipal 
borrowings were discouraged, the industrial borrow- 
ings were encouraged. A reference to the total bor- 
rowing by Germany has been made in a previous 
chapter. The following figures, therefore, only show 
the yeal* to year borrowing : 



388 Modern Economic Development 


( In million RM ) 


Long term 

Short term 

Unclassifiable 

Total 

1924 

1,000 

1,500 

400 

2,900 

1925 

1,100 

300 

1,700 

3,100 

192(j 

1,400 

100 

900 

2,400 

1927 

1,700 

1,800 

400 

3,900 

1928 

1,700 ^ 

1,400 

1,200 

4,300 

1929 

600 

1,100 

1,000 

2,700 


Under these conditions the German government 
asked the Allies to review the whole situation again. 
The Pans Conference held by the Allies in 1929 made 
certain recommendations for the future which have 
come to be known as the Young Plan. It fixed for 
the first time the duration of reparation payments and 
the total amount to be paid. The total sum to be paid 
was fixed at 121 milliard marks and was to be spread 
over 59 years till 1988. The annual payments were 
.also considerably reduced. The annual payment 
beginning with 1.6 milliard marks was to increase to 
2.3 milliard marks in 1965 ; thereafter it was to be 
constant at about 1.7 milliard marks. The foreign 
control established on the economic life of Germany 
was removed and financial autonomy was restored to 
her. The Plan also proposed for the partial commer- 
cialisation of annual payments by the issue of bonds. 
By their public sale the Allies could get immediately 
a part of the total payments. The industrial and rail- 
way mortagages were abolished and suitable changes 
were made in taxation to raise adequate funds. Final- 
ly an understanding was arrived at between the 
various parties that if the United States reduced her 
demands on the recipients of reparations, the debtor 
countries, then Germany was to be given a propor- 
tionate relief. The Plan was put into force in May, 
1930 but it hardly worked for one year. After the 
crisis of 1929 President Hoover realised the disturbing 
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effects of the payments of international debts arising 
from the Great War. He, therefore, proposed the 
suspension of all such payments in 1931 for one year. 
The subsequent Lausanne Conference virtually put an 
end to all reparation payments. 

Germany could not escape from the effects of the 
crisis of 1929-31 and a serious setback was given to 
her recovery after 1924. The following chapter will 
describe the efforts of Germany in the subsequent 
years to restore stable economic conditions. 


Chapter XX 

THE NATIONAL SOCIALIST ECONOMIC 
STRUCTURE AND POLICY 

Before the Rise of National Socialism 

To understand fully the implications of the econo- 
mic and social changes introduced in Germany by 
the National Socialists, it is necessary to know the 
old economic system. The study of this system fails 
into two periods, the one before the revolution of 1918 
and the other after it. The economic system of Ger- 
many before the National Socialists came to power 
was based on capitalism. But to distinguish it from 
the capitalism that exists to-day in Germany, it may 
be conveniently called as ‘ laissez-faire capitalism 
Under this laissez-faire capitalism, private property 
was recognised and its rights were protected not only 
against infringement by individuals but even by the 
state. All economic undertakings were guided by one 
motive, the desire for private profit. It was thought 
that *the interests of the community would be best 
served by each individual working with self-interest. 


♦HooVfer, Germany Enters The Third Reich, p. 2. 
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Thus all industrial concerns were managed with a 
view to make the maximum profit for their share- 
holders. It was none of the concern of the directors 
or managers to give any thought to the interests of 
the community. 

When the revolution of 1918 was brought about by 
radicals it was expected that capitalism would be 
replaced by socialisation of property on the Russian 
lines. But the radicals failed to capture power 
which passed into the hands of the sober social- 
ists and the bourgoisie. The Social Democrats who 
formed the government kept the old structure as 
it was and contented themselves merely with a 
reformist programme. They claimed that German 
capitalism was decaying and that the socialisation 
of the country was progressing gradually. It is 
true that German capitalism was weakened in this 
period but it could not be regarded as in any 
way different from capitalism in other countries. If 
there was any difference, it was one of degree rather 
than kind. One of the factors which weakened the 
force of capitalism wa.s the unmatched strength of 
trade unionism. Collective bargaining was accepted 
by employers and the state gave collective agreements 
the status of legal contracts. A system of arbitration 
was introduced to settle labour disputes. Works 
councils were introduced in all industries and werfe 
centralised in a Federal Economic Council. In other 
countries this was regarded as the beginning of the 
democratisation of indu.stry. In addition there exist- 
ed a highly developed system of social insurance which 
was extended to include unemployment insuranoe. 
An attempt to introduce a universal eight-hours day 
was also made. Thus as far as labour is concerned, its 
power had definitely grown. 

Ai^other feature of the post-war development was 
the further concentraton of industry by forming car- 



National Socialist Economic Stracttire 391 

tels and combines. It was claimed that cartelisation 
would be able to avoid or check economic crises. The 
cartels achieved nothmg of this kind. The economic 
depression of 1929-32 was as severe in Germany as in 
other countries. The German capitalism was, there- 
fore, as much subject to economic crises as capitalism 
elsewhere. If anything was achieved by cartels, it 
was higher efficiency and less waste. In this period, 
howGver, the number of enterprises operated, or own- 
ed and operated, by the state increased. The produc- 
tion of state owned enterprises was as follows ; 10% 

of the total German coal ; 33% of lead ; 25% of silver ; 
10% of potassium : and 50% of electricity ( with an- 
other 25% by joint state and private enterprise). In 
addition there were many plants in which the state had 
an interest. But these state enterprises were not 
developed with the ultimate object of nationalising all 
the means of production. In fact many of them were 
there before the revolution of 1918. But even if it be 
conceded that state ownership had made some pro- 
gress, it did not change the character of German 
capitalism because the total production of these enter- 
prises was less than 10% of the total German produc- 
tion and they were managed in much the same way as 
other enterprises. Neither wages nor prices were 
fixed in a different manner. 

This was the nature of German capitalism which 
achieved remarkable recovery from 1924 to 1928. In 
1929 it appeared that the turning point in recovery 
had been reached and that a slump had started. In 
the first half of the year the two factors which had a 
depressing effect on industries were the growing un- 
profitableness of enterprises and the rise in the rates 
of interest in the capital market. The conclusions of 
the Paris Conference regarding reparations were dis- 
appointing to the Germans who were told that the 
payments would have to be made over a period of 59 
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years ( till 1988 ) . While the negotiations were going 
on, on political grounds the French had started with- 
drawing some of their short term funds which forced 
the rates of interest upwards. Money was also flow- 
ing from Europe to New York to feed the stock ex- 
change boom there. This also had a similar effect on 
interest rates. The wages were going up and the 
burden of social services on industries had increased 
with the recent introduction of a national unemploy- 
ment insurance scheme. High interest rates affected 
business activity and gradjually internal demand 
showed signs of slowing down. But for some time 
industrial activity was maintained because of the 
fore:gn demand. The prices, however, showed a down- 
ward tendency, particularly the ‘ free ^ prices not sub- 
ject to cartel control. Between 1928 and 1929 they 
declined by 9 points. At such a time when the Ger- 
man business was showing signs of nervousness, the 
crash ori the New York stock exchange occurred. It 
had its repercussions on the German economy which 
was soon in the grip of a depression. 

Soon after the American crisis, the flow of capital 
to Geimany stopped. On the contrary, with the in- 
crease in the National Socialist and Communist votes , 
in the Reichstag elections of September, 1930 and the 
proposal for a customs union with Austria in 1931, the 
Withdrawal of foreign funds started on an alarming 
scale. When one of the biggest banks of Austria, the 
Credit Anstalt, failed in May, 1931, the nervousness of 
foreigners developed into a panic. The Reichsbank 
lost gold heavily in spite of the increase in the dis- 
count rate. The Hoover moratorium for one ye^ 
instead of helping, by declaring the weakness of Ger- 
many, accentuated the withdrawal of funds. , The 
banks were on the verge of collapse and, therefore, 
on July 14, 1931, the government closed all banks in- 
definitely. On the next day all foreign ewhange 
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transactions were centralised in the hands of the 
Reichsbank and an official control was placed on thejn. 
On August 5, 1931, the banks were reopened for res- 
tricted business. If the withdrawal of funds had 
continued, the whole economic structure would have 
been endangered and, therefore, on September 1, 1931, 
a Standstill Agreement was arrived at between Ger- 
many and her foreign creditor banks. But this agree- 
ment did not apply to all debts and, therefore, the 
Withdrawal of funds continued though on a reduced 
scale. The German banks were compelled to call 
back their loans which in many cases could not be 
returned by the borrowing concerns. Fresh credit 
was difficult to be obtained and business activity was 
seriously curtailed. But thfe final blow to business 
depending on foreign markets was delivered when the 
competitive power of Germany was seriously affected 
by the suspension of the gold standard first in Eng- 
land and then in other countries. The exchange res- 
trictions in Germany also seriously affected her import 
trade. 

In 1931 the Bruning government was advised to 
devaluate the German currency to maintain export 
markets. But it was not prepared to take such a 
drastic measure. On the contrary it decided upon 
deflation of currency and the balancing of the budget 
by economies in expenditure and increase in taxation. 
Prices, wages and interest rates were also reduced 
compulsorily. Consequently the mioney income of the 
community declined and thereby affected production. 
The unemployment in the country increased. There 
was a further fall in prices and, therefore, in produc- 
tion. 

In May, 1932, the Bruning government was re- 
placed by the von Papen government. Immediately 
they took steps to increase employment. In Septem- 
ber, 1932 the government issued what are known as 
a - • 
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tax remission certificates to business men for the taxes 
due from them for the financial year 1932-33. The 
government undertook to redeem them during the 
period 1934-38. They carried a 4% rate of interest. 
They could be sold on the stock exchange and the 
proceeds could be used in business. It was expected 
that this would increase investment and have a salu- 
tary effect on capital industries. In addition large 
sums of money were spent on public works. 

The von Schleicher government succeeded the von 
Papan government and proceeded with the programme 
of pubhc works. A Commissioner for the Creation of 
P-inp]oynicnt was appointed in December, 1932, to 
i’liporv se a programme of public works. It was not 
possible for the government to raise funds through the 
ordinary channels and, therefore, a novel way was 
used to raise money. The contractors to whom the 
vrorks were entrusted were asked to draw what are 
known as the employment creation bills for the accept- 
ance' of wh'ch arrangements were made with special 
financial institutions, the Deutsche Gessellschaft fur 
Oeffentliche Arbeiten (OoflCa), the Deut.sche Ptonten- 
bank- Kredit-anstalt and the Deutsche Bau und Boden- 
bank The accepted bills were discountable at com- * 
mercial banks or the Reichsbank. These bills were 
usually drawn for three months but could be replaced 
by fresh bills if payment was not made on the due 
date. Thus they were current for indefinite periods 
until the government found it possible to redeem 
them. In addition arrangements were made with 
employers to take up additional labour. In Septem- 
ber, 1932, interest on agricultural mortgages was 
reduced by 2 per cent, with a minimum limit of 4^per 
cent. The effect of expenditure on public works, "the 
reduction of interest rates, and the compulsory reduc- 
tion of regulated prices began to be seen from the 
middle of August, 1932 when the signs of slight reco- 
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very began to appear. The following statistics will 
show the effects of the depression before the National 
Socialists assumed power 


Economic Indices 


National 
Income 
Mid. Rm 

Wholesale 

Ptice 

1913-100 

Industrial 

Production 

1928-100 

Imports 
Mrd. Rm 

Exports 
Mrd. Rm 

Un- 

employ- 

ment 

(000) 

1928- 75.4 

140.0 

100.0 

14.0 

12.3 

1,353 

1929 76.0 

137.2 

100.1 

13.5 

13.5 

1,892 

1930 70.2 

124.6 

87.0 

10.4 

12.0 

3,076 • 

1931 57.5 

110.9 

70.1 

6.7 

9.6 

4,520 

1932 45.2 

96.5 

58.0 

4.7 

5.7 

5,575 


The effects of the crisis of 1931 on the relations of 
the stale to industry were far-reaching. Because of 
the failure of many banks and the weak condition of 
others, the government haej to take over the stock of 
some and give loans to others. Thus government 
came into direct or indirect control of many banks. 
The government owned 90"''^' of the stock of the Dresd- 
ner and Danat Bank ; 70% of the Commerz und Privat 
Bank ; and 35% of the Deutsche Bank. The total help 
thus given amounted to nearly 1,115 million marks. 
But as these banks were intimately connected with 
industries and had given loans to them which had got 
frozen, the government got control over private in- 
dustries also. But this control was not fully utilised 
until the National Socialists captured power. The 
government also bought the majority stock of the 
Gelsenkirchen and was in a position to control the 
steel trust. It extended help to shipping companies 
which amounted to about 89 million marks. Thus the 
crisis brought about a new relationship between pri- 
vate • enterprises and the government. But these 


* Guillebaud, The Econoic Recovery of Germany, 1933-1.938, 

p. 31. •• 
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changes could not be regarded to have brought about 
any fundamental change in the character of CJennan 
capitalism. They were more in the nature of emer^ 
gency measures. The state had as it were taken up 
the risks because of the losses suffered by enterprises 
rather than because it had changed its attitude to 
private capital. Even the capitalists regarded the new 
phenomenon as a temporary phase and that the posi- 
tion of the German capitalist enterprises was unaffect- 
ed. Thus even the crisis left the capitalist structure 
more or less unimpaired and the only change that had 
occurred was that governmental interference had 
increased. It was, however, a feature shared by other 
countries though to a lesser degree. 

Principles of National Socialism 

The principles of National Socialism were stated 
in the National Socialist Party’s programme adopted 
in February, 1920. They were reiterated in 1933 


* The twenty-five points of the official programme of the 
National Socialist Party : (1) The union of all the Germans to 
form a Great Germany on the basis of the right of self-deter- 
mination enjoyed by nations. (2) Equality of rights for the 
German people in its dealings with other nations, and the abo- 
lition of the Treaties of Versailles and St. Germain. (3) Res- 
toration of German colonies to her for the nourishment of her 
people and for the settlement of her superfluous population. 
(4) None but the members of the nation shall be allowed to 
he citizens of the State ; only people of the German blood may 
be members of the nation ; no Jew, therefore, may be a mem- 
ber of the nation. (5) Any person who is not a citizen of the 
State may live in Germany only as a guest and must be re- 
garded as being subject to foreign laws. (6) The right of 
voting in the State’s government and legislature shall be en- 
joyed by the citizens of the State only. All official appoint- 
ments of whatever kind, whether in the Reich or in the local 
government, shall be granted to citizens of the State tely. The 
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when the party came into power. Some light has 
been also thrown on them in the pages of Mein Kampf 


old Parliamentary custom of filling posts merely with a view 
to party considerations and without reference to character or 
capability of persons shall be abolished. (7) The first duty of 
the State shall be to promote the industry and livelihood of 
its citizens. If it is not possible to nourish the entire popula- 
tion of the State, foreigners, i.e., non-citizens of the State, 
must be excluded from the State. (8) All non-German im- 
migration must be strictly prevented. All non-Germans who 
came and resided in Germany after August, 12, 1913, shall be 
required to depart immediately from the Reich. (9) All citi- 
zens of the State shall enjoy equal rights and duties. (10) It 
shall be the first duty of each Citizen of the State to work 
wholeheartedly. It must be seen to it that the activities of 
the individual do not clash with the interests of the whole, but 
proceed within the frame-work of the community and for the 
general good. (11) Incomes unearned by work must be abo- 
lished. (12) In view of the enormous sacrifice of life and 
property required ol a nation by every war, personal enrich- 
ment due to war must be regarded as a crime against the 
nation. All war profits should be ruthlessly confiscated. (13) 
All businesses which have been up to the present formed into 
companies must be nationalised. (14) The profits from the 
wholesale trade shall be shared out. (15) Provision for old 
age shall bo extended. (16) The immediate communalisation 
of the big departmental stores shall be brought about. (7) A 
land reform suited to the requirements of the nation and a 
law for the confiscation of land without compensation for the 
common purposes shall be introduced. Interest on invest- 
ments in land shall be abolished and speculation in land shall 
be prevented. (18) Those persons whose activities are in- 
jurious to the nation ought to be ruthlessly prosecuted. (19) 
The Roman Law which serves the materialistic world order 
ought to be replaced by German common law. (20) The na- 
tional system of education ought to be thoroughly recon- 
^trqctetUso as to make the benefits of higher education avail- 
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of Herr Hitler and the speeches of leaders. Though 
some definite lines of political, social and economic 
policies pan be seen from them, they have been or are 


able to all Children of the poor must be given education at 
the expense of the state. The objectives of education must 
be in keeping with the requirements of practical life. The 
idea of state worship should be imbibed in children from the 
very early stage when they enter school. (21) The state -must 
look to the physical well-being of the nation. With this end 
in view, the state must protect mothers and children, prohibit 
child labour, lay down the standards of physical efficiency by 
law and strive to attain them by obligatory gymnastics and 
sjiorts and by the support to clubs engaged in the Wfirk ol 
developing the physic of youths. (22) A paid army ought to 
be abolished and a national militia built up. (23) A German 
national press shall be created by compelling all editors and 
their assistants employing German language in their news- 
papers to becc'me members of the nation ; by requiring that 
before non-German new.spapers appear a special permi.ssion 
mu.-'t be taken , and by prohibiting non-Germans from financ- 
ing or influencing German newspapers. They must not publish 
any j^apers which are likely to harm the national welfare. All 
tendencies in art and literature which are likely to lead to 
the disintegration of llie common life of the nation and the 
institulions connected with them ought to be strictly dealt 
with by law (24) There shall be no restrictions on liberty 
or tcligion so long as it does not constitute a danger to the 
state or does not militate against the moral feelings of the 
German people. The common interest must have precedence 
over self-interest. (25) To realise the foregoing objects a 
strong central jiower of the state must be created. The strong- 
ly centralised Parliament must have complete and final 
authority over the entire Reich and its organisation. Chambers 
mu.st be established for different classes and occupations for 
the purpose of carrying out the laws of the Reich in the fede- 
rated sta^tes. (See Paul Einzig, Gemany's Default, The Eco- 
nomics o*f Hitlerism, pp. 125-28.) •• 
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likely to be modified in the light of experience. It 
is not possible to give more than an outline of these 
principles. These principles are : (1) In the political 
field National Socialism is opposed to the principle of 
democracy. According to it, the parliamentary sys- 
tem. with its number of sharply divided parties and 
the principle of majority decision makes the govern- 
ment weak and, therefore, the National Socialists 
prefer a system based on one party and one leader. 
Its voice shall be the voice of the nation. (2) In the 
social field they insist on the purity of race. They 
believe- that the Germanic or the Nordic race i§ 
superior io other races and, therefore, deserves to 
dominate the world. All other races which are likely 
to affect the purity of the German race must be 
eliminated from the social life of the country. The 
persecution of the Jews and their removal from all 
the key positions in the government and industries has 
been a part of this policy. All efforts are to be made 
to restore the puritv of German race and culture. 
Agriculturists less affected by the mixture of bloods 
would bo given special attention. The physical well- 
being of the people also must be given special atten- 
tion. For the same reason, women are to be restored 
to their rightful place, the home, and the old German 
culture which has been affected by the industrial 
civilisation is to be revived. (3) As the existing legal 
system based on the Roman Law is not likely to faci- 
litate the execution of the policy of the National 
Socialist government, it should be replaced by a 
Germanic law. (4) All the German people form an 
indivisible community, and, therefore, there is no 
place for class conflicts. The interests of workers and 
employers are identical ; they should, therefore, work 
to increase the power and prosperity of the nation 
to which they belong. (5) War is not abhorent to 
the Najtional Socialists. On the contrary, according to 



400 Modern Economic Development * 

them, the supreme test of manhood is the ability and 
desire to fight. Pacifism which kills the fire of man- 
hood has no place in their philosophy. (6) Every 
person has a right to work and, therefore, it is the duty 
of the state to provide work for all. All efforts, there- 
fore, must be made to banish unemployment. (7) 
They neither believe in the international organization 
of labour nor in the organization of workers against 
employers. Trade unions, therefore, ought to be dis- 
solved and both employers and workers ought to be 
brought together in a common national organization 
to remove their mutual distrust. (8) They -do not 
repudiate religion altogether, but they want a religion 
which would imbibe the spirit of nationalism in the 
people. A new movement of German Christians 
devoted to the highest ideals of the nation is to be set 
up. 

Tn the economic field, the general principle of the 
National Socialists has been that ; “ all economic 
activ ty will be governed bv the law that the nation 
does not live for the benefit of the economic system 
nor the economic system exi.st for the benefit of capi- 
tal, but that capital serves the economic system and 
the economic system the nation Thus national 
interests must have precedence over all other inte- 
rests individual and institutional. In the light of this 
general principle they chalked out the r economic 
programme the salient points of which were : (1) 

They bel'eved that the interests of the nation cannot 
bo served be.st by laissez-faire capitalism ; but at the 
same time the complete nationalisation of property, 
which smacked too much of communism was not 
acceptable to them. They, therefore, hit upon the 
middle course. The outer form of capitalism was not 
to be changed but it was to be subjected to a strict 


* Rawlins, Economic Conditions in Germany, p, 1. ' , 
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regulation by the state (2) All economic activities 
were organized on the corporative plan ; every indivi- 
aual or enterprise engaged in economic functions had 
to be a member of an association representing those 
particular fuctions. Enterprises were to be conducted 
under the guidance of leaders. (3) The National 
Socialists laid great stress on self-sufficiency as a 
desirable end not only in war, but also in peace time. 
Encouragement, ' therefore, was to be given to the 
production of more food and raw materials of which 
Germany was short. In the Great War this shortage 
WPS keenly felt and the weakness of Germany wa*s 
exposed. In the post-war period also many of her 
.’ndustries were vitally dependent on foreign supplies 
of raw materials. Nevertheless Germany may not be 
able to build up a complete autarchy and the leaders 
of the party w’ere conscious of it. (4) For social and 
fcrnomic reasons, they believed that agriculture was 
the basis of national economy and, therefore, all 
ref,orms must begin woth agriculture. (5) According 
to them interest was usury. They also recognised that 
intoresi plaved a very ‘mporlant part in the full 
utilisation of the national resources, human and mate- 
rial, and therefore, it was to be controlled by the 
state. Their ideal was to break ‘ interest slavery 
(6) In the interests of the community, they said, 
prices and waws ought to be controlled. Unless this 
was done unemployment could not be banished and 
the national standard of living could not be improved. 

These are in brief the political, social and econo- 
mic principles of the National Socialists. We are here 
concerned more with the economic aspect of National 
Socialism and, therefore, m the following pages an 
attempt will be made to show how they have applied 
these principles in the reorganization of the German 
economy' and its recovery from the immediate.depres- 
sion. 
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National Socialism in Action 

When the National Socialists came to power on 
January 30, 1933, they had two tasks before them, 
one to give effect to their programme and the other 
to deal with the immediate problem of depression. 
They did not separate the two policies because the 
success of one depended on the other. The pro- 
gramme carried out by them was embodied in two 
four-year plans, the one from 1933 to 1936 and the 
other beginning from 1937. In the following pages 
first tlie structural changes will be discussed and then 
the policies adopted in the two plans. 

Agriculture was reorganized by a law of Septem- 
ber 13, 1933 which created an Agricultural Estate. All 
persons and organizations engaged in the production 
and distribution of agricultural commodities were 
required to be its members. The previous organiza- 
tions connected with agriculture like the Chambers 
of Agriculture, the National Farmers' Association, etc., 
were either dissolved or incorporated in the Agricul- 
tural Estate, The final authority in all agricultural 
matters was given to the Reich Minister for Food and 
Agriculture ( who was called the Farm Leader. ) 
There were a number of adviso^^y bodies which were 
set up to advise him. The organization is competent 
to deal with all matters connected with agriculture 
like production, sale and prices of agricultural goods. 
The chief aim of the organization is to make Germany, 
as far as possible, independent of other countries in 
respect of foodstuffs and raw materials. 

The German industry and commerce were organ- 
ized into an Estate of Industry and Trade by a decree 
issued on November 11, 1934 under the law for the 
Preparation of the Organic Structure of CJerman 
Econon?.y of February 27, 1934. The object of start- 
ing this organization was to link together the units 
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composing German industry and trade, both func- 
tionally and territorially, into a single master entity, 
the Mmister of Economic Affairs. The members of 
this organization consisted functionally, of the indus- 
trial and commercial associations and federations and 
territorially, of the chambers of commerce and cham- 
bers of handicrafts. Further all employers and under- 
takings independently engaged in a branch of trade 
or industry were compulsorily required to be mem- 
bers of their respective functional and territorial 
organizations. The ultimate object of this organiza- 
tion was to introduce and develop ‘ responsible econo- 
mic self-government in trade and industry under th^ 
general direction of the state German industry 
and trade ”, says Rawlins, ‘‘ have not been nationalised; 
indeed, the maintenance and fostering of private 
property and personal initiative is emphatically 
declared to be part of the National Socialist scheme of 
things. But the vigour and extent of governmental 
intervention in matters affecting the initiative and 
freedom of choice of the industrial and commercial 
entrepreneur are so remarkable that the claim to be 
on the road to at least centralised national effort can 
be regarded as established.” * 

German handicrafts have been organized into the 
Estate of German Handicrafts bv a decree issued in 
June, 1934. All firms and individuals entered in the 
Register of Craftsmen as well as all journeymen and 
apprentices employed by them were to be its mem- 
bers. Regional and functional associations were also* 
formed under the direction of the Grand Master of 
Handicrafts. As this organization is linked up to the 
Estate of Industry and Trade the final authority is the 
Minister of Economic Affairs. 

The transport system formerly formed a part of 


* Ibid^ p. 82. 
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the Estate of Ind,ustry and Trade but in 1934 for 
administrative reasons it was organized on corporative 
lines into a Transport Organization under the Minister 
of Transport. He is given complete authority over 
all government transport undertakings, all municipal 
undertakings and all private enterprises. The supreme 
body under the Minister is the Reich Transport Coun- 
cil consisting of the representatives of transport 
organizations and their users. Below the Council are 
a number of regional and district councils. The func- 
tion of the Reich Transport Council is to advise the 
Minister on all matters concerning transport. 

Like the Social Democrats, the National Socialists 
were faced with the problem of the position of labour 
in the economic structure. They were opposed to the 
international organization of wiorkers and yet were 
prepared to give them a place m the affairs of the 
nation. The trade unions, therefore, were dissolved, 
as said in the previous chapter, and, a German Labour 
Front was organized on May 10, 1933. Since 1935 it 
included also employers. The Labour Front does not 
form a part of the machinery of the state, but is an in- 
dependent organization of the National Socialist Party. 
“ The aim of the German Labour Front is the 
Decree of October 24, 1934 states, “ the formation of a 
real community of achievement ... among the whole 
German people. It must seek to ensure that every 
individual can take his place in the economic life of 
the nation in that mental and physical condition which 
‘will make for his greatest achievement, and thereby 
secure the greatest gain to the community as a whole 
. . . The Labour Front must seek to preserve industrial 
peace by inculcating in the employers ... an under- 
standing of the legitimate claims of their employees. . ., 
and in the employees an understanding of the situation 
and the possibilities of the business in which they are 
working. . Its duty is to find that compromise between 
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the legitimate interests of all concerned, which cor- 
responds to the fundamental principles of National 
Socialism, and which will limit the number of cases 
which are referred for final decision to the State 
authorities established under the law of January 20, 
1934 ... It has the duty of administering Kraft durch 
Freude ( Strength through Joy) and has to supervise 
vocational training In 1935 the membership of 
the J^abour Front was 23 millions and it became a 
formidable ‘organization without, of course, any direct 
power over wages and conditions of work. All strikes 
and lock-outs were prohibited and wage disputes were 
generally settled by Labour Trustees. 

With this brief description of the corporative 
organization of the German economy with the supreme 
authority in all economic matters in the hands of the 
state, the understanding of the measures taken and 
the success achieved in them by the government 
would be easy. In 1933 when the National Socialists 
assumed power the situation in the country that faced 
them was critical. The production in agriculture and 
industry had declined and there was a continuous fall 
in prices. The number of registered unemployed was 
about 6 millions. The financial structure of the coun- 
try was completely disorganised. The government 
and other public bodies were faced with large deficits. 
On May 1, 1933, therefore, Herr Hitler announced the 
first Four-Year Plan to abolish unemployment. 

The policy of creating employment was contained 
in the law for the Reduction of Unemployment of - 
June, 1933. The measures taken by the administra- 
tion under it were : (1) the introduction of public 
works programme financed by the system of employ- 
ment creation bills used by the previous government ; 
(2) for extending investment, exempting from income- 

• Guillebaud, The Economic Recovery of Germany, 1933-1938, 
pp. 194h-95. 
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tax, corporation tax and the tax on trading profits 
the sums spent by agriculture and industry from cur- 
rent profits on replacements and renewals ; (3) for 
creating employment for females, the allowing of 
mcome-tax rebates to those persons who employed 
them as domestic servants ; (4) reduction of taxes to 
encourage holding of stocks which might react favour- 
ably on industrial production ; (5) subjection of 

money and capital markets to a committee under the 
chairmanship of the President of the Reichsbaiik ; the 
object was to bring about larger investment by con- 
trolling rates of interest ; (6) introduction of gompul- 
sory labour service or * substitute ' labour service un- 
der which persons so employed were provided with 
food and shelter and some cash allowance ; (7) the 
giving of marriage bonuses to the newly married 
couples provided the wife gave up her former em- 
ployment ; this plan had two objects, one to create 
employment for men and second to provide more 
purchasing power ; (8) lastly, application of govern- 
ment pressure to employers with whom it placed 
contracts to employ more labourers. In addition to 
these measures, government controlled wages through 
Labour Trustees and prices through a Price Commis- 
sToiicr. Where technical improvements were likely to 
alfect employment of labour adversely, government 
put restrictions on their introduction. To make the 
price policies successful, a number of cartels were 
dissolved while in some industries they were com- 
pulsorily formed. 

The above policy succeeded in increasing employ- 
ment by 1935. When recovery was well within sight, 
Germany withdrew from the Disarmament Confe- 
rence and immediately introduced conscription.. An 
armament programme was drawn up and the neces- 
sary finance was raised by the same process as was 
used for financing public works. This time, however, 
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the bills were called ‘ special bills They were usual- 
ly drawn for six months and could be continued 
indefinitely. At the same time to encourage invest- 
ment by industries, by a law of 1934 the payment of 
cash dividend exceeding 6 per cent, was prohibited. 
It was expected that this would discourage stock 
speculation and also encourage the industrialists to 
invest a part of their current profits in plant improve- 
ment's. 

In the crisis of 1931, the weakness of German 
banks was thoroughly exposed. The intimate contact 
between banks and industries had been one of the 
causes for illiquidity and collapse of German banking. 
By a law of 1934, therefore, the investments and 
participations of commercial" banks were limited and 
the distribution of assets was regulated. The Reichs- 
bank was given more supervisory powers and the 
German commeucial banks were brought more in line 
with the English commercial banks. 

In agriculture the most outstanding development 
was the setting up of a marketing organization as in 
England for each principal commodity. These mar- 
keting organizations were given complete power to 
regulate sale, prices and profits. In order that the in- 
terest of home growers should not be jeopardised, 
boards were established to supervise imports and 
exports of agricultural and dairy products. As a 
matter of fact they were trading bodies entrusted with 
the work of selling home and imported products. 
Moreover, by the Hereditary Farm Law of 1933, the 
farms of peasants not exceeding 300 acres were 
entailed and they could not be alienated or mortgaged 
in future. This was intended to restrict the growth 
of big estates to which the National Socialists were 
opposed. It would also check unnecessary indebted- 
ness on. the part of farmers. The farmers, however, 
were free to borrow on their personal credit. In 
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addition the government attempted the consolidation 
of farms which were uneconomic and not sufficient 
to maintain a family. Incompetent farmers who were 
incapable of improving their farms were dispossessed 
of their land which was passed on to. the next heir. 
Lai'ge amounts of money were also spent on the 
reclamation of land. Prices of agricultural commodi- 
ties were raised substantially and then maintained 
stable under the direction of the price control organ-, 
ization. On the whole there was substantial improve- 
ment in agriculture and though Germany was unable 
to become completely free from her dependence on 
foreign countries for foodstuffs, she was able to supply 
nearly 80 per cent, of the needs. 

The interference of the government in foreign 
trade at different stages was so wide that not more 
th.m an outline can be given here. The success of the 
plan for the reduction of unemployment depended on 
Germanv’s ab:lily to secure and pay for raw mate- 
rials from outside for her indusries. In addition, she 
had the burden of making payments to foreign coun- 
tries on account of reparations and loans borrowed 
uiuler the Dawes and the Young Plans. It has been 
'•] ready mentioned that under the stress of foreign 
withdrawal of funds, the German government placed 
forei^?^^ exchange under the coritrol of the Reichsbank 
n 1931. But in the subsequent years, the balance of 
trade shov/ed no improvement and on the other hand 
Ihere was a steep decl ne in the value of exports. In 
193.3, therefore, restrictions were placed on the trans- 
f('r of interest on foreign loans and a plan was devised 
Ic* encourage exports and, at the same time, to secure 
raw malenals and foodstuffs for herself. Germany 
offered to foreign countries that the proceeds of her 
exports to them would be first used to pay for imports 
and then for interest payments. Under pressure from 
the creditors, foreign countries rushed to sign agree- 
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ments with Germany. Most of them were raw mate- 
rial producing countries which were in need of mar- 
kets. Geimany signed a number of such clearing 
agreements. But the difficulties of foreign trade did 
not end with the introduction of this plan. In 1934, 
therefore, a new plan was announced by Dr. Schacht 
who was then at the head of the Ministry of Econo- 
mics. It ordered that before import orders were 
placed a merchant must obtain a certificate of foreign 
exchange. Twenty-seven hoards were appointed 
which would determine the commodities to be import- 
ed and- the countries from which they were to be* 
imported. Thus the objects of this plan were that 
Germany should not import more than what she 
exported and that by this plan it would be possible 
to encourage exports to many countries by offering to 
buy from them in return raw materials and foodstuffs. 
In 1935 another plan was chalked out to encourage 
exports known as the “ self-help to industry plan. 
A tax was imposed on the German industries to sub- 
sidise the exports of those articles in which she had 
to meet with competition outside. No subsidy was 
paid on those goods in which Germany could compete 
or in wh’ch she had a virtual monopoly. It is no 
doubt true that by these methods Germany was 
enabled to import the raw materials she needed and 
to carry out her programme of internal expansion. 
Yet, recovery in Germany’s foreign trade was very 
slow. 

By 1936 there were no doubts about Germany’s 
recovery from the depression. National income had 
increased and unemployment had disappeared. But 
there was still some discontent in the country 
among the agriculturists regarding price policies and 
among the workers regarding wages. In some quar- 
ters business men had expressed their resentment 
with the interference of the government in in*dustry. 
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Nevertheless, it must be admitted that Germany 
achieved aga^n a remarkable success in her internal 
expansion a second time in less than a decade. Of 
course after 1935 it was partly due to armament 
programme. In September, 1936, the second Four- 
year Plan was announced by Herr Hitler. General 
Goering was placed at the head of the organization. 
This time the object of the plan was to make Germany 
independent of foreign countries in regard to her raw 
material and foodstuff requirements. 

Under the plan one milliard marks were allocated 
for the improvement, drainage and reclamation of 
land. A campaign for the improvement of the stand- 
ard of cultivation was undertaken and cheap manures 
were supplied to farmers. The government also 
abolished all entails on land except that which was 
held under the Hereditary Farms Law with the object 
of bringing more land under small holdings. Prices 
were also so manipulated that the production of cer- 
tain crops would be encouraged. Industries producing 
consumption goods were encouraged to use raw mate- 
rials produced at home. It was expected that this 
would reduce pressure on foreign exchange and release 
it for the import of foodstuffs and the creation of their 
reserves in the country. The progress of industries 
and agriculture under the plan was so swift that Ger- 
many was actually faced with a shortage of labour 
in 1937-38. No doubt this was partly due to the 
youths being drawn into the army. The government, 
therefore, introduced conscription of labour for works 
of national importance, lengthened the working day 
and encouraged the introduction of labour saving 
devices. In this period also the bulk of foreign trade 
which still had not completely recovered was carried 
on the reciprocal basis. The following indices will 
show the measure of progress made by Germany 
between 1933 and 1938. 
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Economic Indices 

National Wholeiale Industrial Imports Exports Uncm- 
income Prices Production (Mrd. Rm) (Mrd, Rm) ployment 
(Mrd. Rm) (1913=100) (1928=100) (OOO's) 


1933 46.6 

93.3 

65.7 

4.2 

4.9 

4.804 

1934 52.7 

98.4 

82.9 

4.5 

4.2 

2,718 

1935 58.6 

101.8 

95.3 

4.2 

4.3 

2,151 

1936 . 65,0 

104.1 

107.8 

4.2 

4.8 

1,592 

1937 71.0 

105.9 

118.8 

5.5 

5.9 

912 

March 

J9J8 

105.8 

124.6 



508 , 

The National 

Socialist 

government 

succeeded in 


creating conditions of full employment in Germany by 
1937. In the ‘free’ countries, however, doubts were 
expressed about her ability to maintain the present 
rate of progress and even the present structure based 
on the authority of the state. According to them 
among the problems which Germany is likely to be 
faced with m future, two are prominent ones — ^the 
shortage of raw materials and labour and the arma- 
ment programme. That in spite of her efforts Ger- 
many was short of raw materials and labour in 1937-38 
is widely known. Secondly, it is suggested that the 
swift reojvtfry was made possible by the government 
investment in armaments. What would happen if 
this driving force were to disappear ? Would Ger- 
many be faced with another greater slump? Ger- 
many is conscious of these drawbacks and it is 
poss ble to discern a sinister connection between the 
armament programme and the demand of Germany 
for her colonies on the one hand and the shortage of 
raw materials and foodstuffs on the other. She could 
not* have solved the problems without an understand- 
ing with the Allies in the former war. It is also 


♦ Guilleb^ud, The Economic Recovery of Germany, 1983-1938, 
p. 277. 
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suggested that the continuance of the present stru||r 
ture would depend on the attitude of labour. The 
material strain on the workers has been great. It is 
difficult to say how long they will aquiesce in this 
state of things. Here also the German government is 
conscious of it and has developed such a technique of 
propaganda that the worker’s mind is not left free to 
think for itself. It is true that so long as the workers 
support the present regime there is very little danger 
of the present economic structure being upset. But 
one thing is certain that Germany had reached the 
parting of ways leading either to peace or war. She 
has chosen the latter course. 



PART IV 


JAPAN 

Chapter XXI 

THE MEtri RESTORATION 

The economic development of Modern Japan 
begins. from 1868. For centuries before this year the 
social, economic and political structure of the country 
was based on feudalism. Thus though feudalism had 
vanished from the Western countnes long before, it 
still held sway over the life of the people in Japan and 
was at last abolished by the events of 1868. Under 
feudalism there were two claimants to the sovereignty 
of the state, the Emperor and the Shogun. The latter 
who held the rank of the Imperial Commander-in- 
Chief ruled the country in the name of the Emperor 
from Yedo ( now Tokyo ) while the court of the latter 
was held at Kyoto. Below the Shogun there were 
about 300 daimyos or feudal lords who were surround- 
ed by a class of warriors known as the Samurai. The 
Shogun was the most powerful of the lords and at 
the beginning of the seventeenth century reserved for 
himself three-fourths of the area of the country yield- 
ing annually about 4,000,000 koku ( a measure of rice 
in which revenue was collected ) of rice. By the 
middle of the 19th centur 3 % his income had nearly 
doubled. Compared with this the civil list of the Em- 
peror was very poor. The other lords were also requir- 
ed to make at least two trips to Yedo every year and, 
therefore, this city bore all the signs of prosperity with 
a larger population and a number of industries. The 
position of the Emperor, therefore, was anomalous. 
ThougR all orders were i^ued in his name and though 
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he was the fountain of all honour and titles, in th^ 
day-to-day administration he had very little power. 
While, therefore, the Emperor was the ‘de jure’ sove- 
reign, the Shogun was the ‘de facto’ sovereign. 

For nearly 265 years before 1868 the Shoguns came 
from the Tokugawa dynasty whose founder was lye- 
yasu, a political genius gifted with foresight. When 
he assumed power, he noticed that for some time in 
the past traders from the West-Portugese, Spahish, 
Dutch and English — were visiting the shores of Japan 
in search of trade. These traders declared that their 
intentions were purely commercial but the Shogun 
suspected political designs also on their part. Japan 
was being drained of her gold for some time by these 
merchants because of the low ratio between gold and 
silver which was 1 to 3 (or 4). The Tokugawa gov- 
ernment, therefore, decided to close her shores to 
foreigners. In 1637 a law was passed forbidding the 
landing of foreigners on the Japanese soil and the 
emigrafon of natives to foreign countries. It was also 
decreed that ships of more than fifty tons were not to 
be constructed. Thus Japan secluded herself like a 
hermit from the rest of the world. This policy was 
continued for over two hundred years. 

But m the period of administration by the Toku- 
gawa dynasty, the position of the Shogun as well as 
of other lords continued to deteriorate. Many of 
them lived an extravagant and licentious life and were 
heavily indebted to merchants and usurers in cities. 
Their family life was also full of intrigue regarding 
successiion. But the Shogunate government was made 
weak by another more powerful cause, the growing 
restlessness of the peasants. 

The restlessness of the peasants and artisans in 
the middle of the nineteenth century was due to their 
suffering under the feudal rule. The society was 
divided into classes and people from the lower'tlasses 
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had no right of appeal against the arbitrary acts of 
the persons from the upper classes, whose moral decay 
had come to be resented by the military class. Pea- 
sants had no proprietorship in the land they held from 
the lords. They were taxed both by the lord and the 
Shogune. The peasants paid their revenue to the 
lords and to the state in terms of rice though money 
had started circulating in the country. This gave 
them an opportunity to exploit the peasants. More- 
over, the Shogunate government and the local feudal 
lords had arbitrary power to take any products of 
their fiefs if necessary. Similarly an artisan could* 
not set up his business unless he had been first a mem- 
ber of a gild and had taken necessary training. The 
feudal lords had restricted the number of gilds and 
their membership with the result that the total num- 
ber of persons who could engage themselves in trade 
and industry was very much limited. In general 
there was no freedom of occupation and movement for 
the people and, therefore, economic progress was very 
slow. The government was often faced with a deficit 
because of the extravagance and, in the absence of 
fresh sources of revenue, resorted to debasment of 
coinage and depreciation of currency. Thus Japan 
suffered from all the defects of a feudal economy. 
The farmers who suffered the most from the depreda- 
tions of the feudal lords and the government rioted 
and in the countryside great uneasiness prevailed. 
Some of them even left their homes and migrated to 
towns in search of employment. Hence the bonds of 
feudalism were already weakening. 

. In these circumstances, the shores of Japan were 
threatened by foreign naval forces. In 1852 Commo- 
dore. Perry visited the Shogun on behalf of America 
and succeeded in making the Shogun sign a treaty 
of amity with the latter. The Shogun proved him- 
self to.ie very weak in the face of foreign powers. 
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Later on he signed commercial treaties with America* 
England, France and Holland. The first treaties sign- 
ed with foreign powers in 1858 contained three - 
objectionable features : (1) they granted to foreign 
countries Consular jurisdiction implying extra terri- 
toriality ; (2) also one-sided right of fixing low 

customs tariff, denying Japan the right of tariff auto- 
nomy ; and (3) there was no mention of the duration 
of the treaties and their revision or termination. 

This policy of the Shogun was resented by other 
feudal lords and even by the Sammurai. They saw 
that the Shogun was unable to protect the country 
against foreign powers. Some of the lords, however, 
were related to him and, therefore, they consented to 
his action ; but the lords from the south who were in- 
dependent, led by Satsiima and Choshu, protested 
against the action of the Shogun and decided to resist 
foreign aggression and fired on foreign ships. But 
they saw the superiority of foreign arms and were 
converted to Ihe view that if Japan wanted to protect 
herself, she must lift the ban on foreign intercourse 
and reform the economic and political system on 
Western lines. The last of the Shoguns. Yoshinobu, 
felt that the time had come when ho must give up his , 
power to the Emperor for centralisation of adminis- 
tration. But his followers were more intractable and 
a civil war of brief duration bioke out. Finally the 
Shogunate was overthrown in November, 1867, 
While the excitement in the country had not still 
subsided, Emperor Komei died in 1868 and Emperor 
Meiji succeeded him at the tender age of sixteen. 
The history of modern Japan begins from the date 
of 'his enthronement. 

Emperor Meiji ruled from 1868 to 1911 and suc- 
ceeded in introducing a number of revolutionary 
reforms. The period, therefore, is known as the 
period of Meiji ( 'which in the Japanese language 
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means great enlightenment ) Restoration. The very 
first act of the Emperor was that intercourse with 
Japan was thrown open to the outside world. He 
accepted to receive in audience foreign representa- 
tives according to international law. This policy, 
however, did not meet with easy acceptance from all 
the people and, therefore, the Emperor issued orders 
providing punishment for anti-alien acts. 

Soon the government was removed from Kyoto to 
Tokyo ( formerly Yedo ) and the Emperor busied him- 
self with the work of carrying out political, social and 
Gcononlic reforms. The ideas which inspired him* 
regarding the plan of reorganization were expressed 
in the oath which he took on assuming power. It 
solemnly declared that: (1) ^ “Public meetings shall 
be allowed. National affa^irs shall be administered 
for the benefit of the nation. (2) Rulers and ruled 
alike shall devote themselves to the good of the nation. 
(3) All the Cjvil or miktary officials shall endeavour 
to encourage individual industries of all kinds and to 
rrorrote Ibo activities of the people according to in- 
dividual abil ty. (4) Moral and social defects in 
the rat, on shall be romedied. (5) Useful know- 
, ^edre shall he introduced from the outside world, and 
thus the foimdations of the Empire .shall be strene- 
thened.’’ * 

Pending the drafting of a final constitution the 
Emperor introduced reforms on the lines of a Parlia- 
mentary government. The administration of the 
country was entni.sted to a cabinet consisting of seven 
denartments : (1) Shmto or Religion, (21 Home 

Affairs, (3) Foreit^ Affairs, (4) Armv and Navy, (5) 
Finance, (6) Justice, and (7) Legislation. A Presi- 
dential Board was set up from the heads of these 
departments to enforce a centralised poLcy. Thus the 

* Uyehara, Tl:e Industry & Trade of Japan, p 6 . 
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foundations of a constitutional monarchy were laid. 
Thereafter local assemblies of people’s representatives 
were called, but the present constitution was not put 
into force until 1889. Next year the Diet was convok- 
ed. In the meanwhile to make the central authority 
effective, local administration was overhauled. For 
some time after 1868, the old boundaries of lords’ do- 
mains were left undisturbed and the lords themselves 
were appointed as prefects. This involved, however, 
the creation of 300 prefectures, some small and some 
bip. For the sake of economy and efficiency, therefore, 
m 1871, the number was reduced to 75 and governors 
were appointed by and sent from the central govern- 
ment. 

But the most difficult task which the government 
was faced with was the abolitiion of feudalism in the 
country. In the Western countries the abolition of 
feudalism had bristled with difficulties and had often 
led to bloodshed. In Japan, however, the task was 
completed without much difficulty. The Shogun 
surrendered his c.statcs and the army soon after the 
new Emperor was enthroned and was followed by 
others. In less than two weeks’ time, the work was 
completed. Consequently the lords and the Samurai 
who were dispossessed of their lands from which they 
received an annual income were given by the govern- 
ment interest bearing bonds sufficient to bring them 
one-tenth of their former income. The lands thus 
freed from the control of the lords were given over 
to the occupying cultivators in return for annual 
revenue in kind or money. 

The abolition of feudalism had far-reaching effects 
in the economic and social field. People had very 
little freedom in all their social and economic activi- 
ties in the previous period. Under the Tokugawas 
the relations of the people were regulated by a Code 
known as *'One Hundred Articles for the Sdmurai” 
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It did not protect the rights of the people sufficiently. 
After 1871, therefore, the work of preparing the main 
body of civil, criminal and commercial laws was 
undertaken and before the end of the century was 
completed. According to the new judicial system all 
restrictions on the freedom of movement and occupa- 
tion were removed. Private property ( including pro- 
perty in land ) was recognised and its owner was given 
the -right to sell or transfer it. Trade and industry 
which were closely guarded by gilds in former times 
were thrown open to all. At the same time all res- 
trictions on foreign trade were removed. The comr 
bined result of these factors was that an encourage- 
ment was given to the development of industries and 
foreign trade. Japan began to import foreign manu- 
factured goods and in return exported her special 
products like silk, tea and other hand-made articles. 
The Mciji Restoration was also responsible for laying 
the foundations of modern capitalism. In 1870 the 
first trading company on modern lines, Tsusho Kaisha 
(General Trading Co„ Ltd.) was started and was 
followed by a banking corporation. The state also 
undertook the work of pioneering in factory indus- 
tries and in the next two decades textile and glass 
works, and, coal and other mines were owned by the 
state. In this transformation of trade and industry the 
Daimyos and the Samurai played a magnificient part. 
For some years after the Restoration, they were paid 
pensions by the state, but in a few years’ time they 
were commuted. The loss of pensions was felt keenly 
by the Samurai whose means were limited. Similar- 
ly, the lords were appointed as the governors of pre- 
fectures for some time, but were soon relieved of their 
responsibilities. These two classes were now in search 
of new undertakings. They had intelligence and 
resourcefulness and, therefore, turned their attention 
to business. The Samurai became traders as* well as 
small ‘industrialists ; the latter prospected in the field 
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of factory industries. Since then in Japan modern 
industr.es have come to be concentrated in the hands 
of a few families — ^Mitsui, Mitsubishi, Sumitomo and 
Yasuda. The development of capitalism in the West 
and in Japan shows a sharp contrast. In the West, 
capitalism overthrew feudalism ; in Japan it was 
superimposed over a feudal structure which though 
abolished in law prevailed in practice. In the West- 
ern countries, therefore, it led to the development of 
strong individualism ; in Japan the traditional custom 
of obedience and loyalty to authority still held sway. 
There .s, therefore, a d’fference in the relations of 
labour to capital in the Western countries and in 
Japan. The organization of the labour class against 
the capilniists is of recent growth. In Japan, there- 
fore, trade unionism has not developed on militant 
lines. 

Another reform characteristic of the new reg'me 
was the introduction of compulsory educat on. 
‘^Henceforth education shall be so diffused” said the 
Emperor, “ that there shall be no ignorant family in 
the land and no family with an ignorant member ”. 
In 1871 the Department of Instruction was started. 
It divided the country :nto a number of educational 
areas and planned to provide each area with a univer- 
shv and a numbcT of socondaiy and elementary 
schools. In 1872 the government enacted the Com- 
pulsory Education Act which came into force from 
1878 The state and local bodies set apart 15 per cent, 
of their revenue for education. It is no wonder that 
education spread in the country very rapidly and to- 
day Japan ranks as one of the highly 1 terate coun- 
tries. The number of schools which was 12,000 in 1873 
increased to 28,000 in 1879. A nat’onal systerrt of 
education, among other factors, was the root cause of 
making Japan a first rate nation in the short period of 
half a century. 



Chapter XXII 

POPULATION & AGRICULTURE 
Population. 

Qne of the most perplexing problems that faces 
Japan to-day is the rapid growth of her population. 
There are indications of the country having already 
reached, or likely to reach very shortly, if the rate of • 
growth remains constant, the stage of overpopulation. 
The government has been conscious of it. Its efforts 
for increasing the agricultural production, for deve- 
loping manufacturing industries and for expanding 
Japan’s export trade clearly show the influence of the 
pressure of population on its policy. In recent years, 
the population problem has figured prominently in 
internal politics and foreign policy. Thus like Ger- 
many and Italy, the question of population has been 
in the forefront in Japan. 

To understand the full significance of the present- 
day economic conditions in Japan, a knowledge of the 
trend of her population would be necessary useful. 
The history of the growth of population could be 
conveniently divided into two periods — the one before 
and the other after the Meiji Restoration. There are 
two distinct trends which correspond to these two 
periods. They would be apparent from the statistics 
of growth. It may be mentioned, however, that the 
first official census was taken in 1920 and .since tlien 
regular census figures are available for five-yearJy 
periods. The figures for the previous years are mere 
estimates and allowance must be made for error The 
probability of error is greater in regard to the statistics 
of the Tpkugawa period. The following figures’* show 
the growth of population : 
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Year 

In millions. 

Year 

In millions. 

1721 

26,066,000 

1900 

43,847,000 

1750 

25,917,000 

1910 

49,184,000 

1780 

26,010,000 

1920 

55,473,000 

1816 

25,621,000 

1925 

59,058,000 

1848 

26,907,000 

1930 

64,450,000 

1872 

34,806,000 

1935 

69,251,000 

The 

above figures indicate that 

population was 

more or 

less stationary 

in the Tokugawa period but 


after the Meiji Restoration it began to increase very 
rapidly. The rate of increase which was about 4.9 per 
thousand before 1875 increased to 11 by 1900 and 
thereafter remained steady about 14-15. Recently the 
annual increase of population has been in the neigh- 
bourhood of 900,000 persons. 

Various explanations are given regarding the 
stationary size of the population before the Meiji Res- 
toration. Firstly, it appears that the economic and 
social conditions of the Tokugawa period were not 
favourable to the growth of population. Economically 
the Japane.^’c Empire consisted of as many domains 
as theie were feudal lords each one of them pursuing 
a pol’cy of self-sufficiency. Even if food could be 
Irnn.sferred from one place to another with the per- ‘ 
H'lssjon of feudal lords, the me.ans of transport were 
so poor that its transport over a long distance was 
almost difficult If there was a nation-wide shortage 
of food, it could not be imported from outside as all 
foreign trade was nrohibited. Agriculture was also 
conducted on the bas s of subsistence farming and 
Ihcre was no possibility oi accumulating food stocks. 
Moreover, it is likely that the farmer had little inc^- 
tive to accumulate any stocks, because they were like- 
ly to be appropriated by either the feudal lords or the 
Shogun at any time. Hence the shortage of food 
resulted in the deaths of people from starvation. It is 
reported that the death-roll from the 22 b'g'fammes, 
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which occurred between 1690 and 1840 was very heavy. 
Secondly, the country being situated in the earthquake 
belt, the number of deaths from earthquakes was also 
large. Similarly the toll of human life taken by vol- 
canic eruptions was also considerable. In such 
calamities, the help which a modern government can 
render to its people could not be given by a loosely 
organized feudal state. Thus the death rate was very 
high m the Tokugawa period. The social conditions 
in Japan on the other hand affected the birth rate.. 
The law of primogeniture governed inheritance of 
ancestral property. Only the eldest son was enti- 
tled to inherit it and, therefore, the other children in 
the family had no assured future. The Samurai, 
therefore, regarded the proper size of the family as one 
consisting of three children only. For the same reason 
probably the custom of abortion and infanticide pre- 
vailed among many classes of the society. It was also 
quite common for a young Samurai who had no chance 
to inherit property to postpone marriage to a late age. 
The birth rate, therefore, was low. Thus the econo- 
mic and social factors must be held responsible for 
the absence of growth of population. 

It is indeed surprising that this trend should sud- 
denly change after the Meiji Restoration. Again an 
analysis of the causes of lapid growth since then shows 
that the changes brought about by the abolition of 
feudalism m the economic and social conditions of the 
country lay at the root of the change. It is evident 
from, the study of the birth and death rates that while 
the former showed a rapid increase, the latter remain- 
ed more or less steady. The following figurqg show 
the birth and death rates at different periods : 
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Birth rate Death rate 



( Per 1000 inhabitants ) 

1873 

17.0 

19.6 

1911-1913 

34.9 

20.7 

1921-1925 

34.6 

21.8 

1926-1930 

33.5 

19.3 

1931-1935 

31.6 

17.9 


The rapid increase in the population of Japan was 
thus definitely due to the birth rate which nearly 
doubled in about half a century. In the Western 
countries with the progress of industrialisation the 
tendency has been towards a fall in the birth rate and 
if the population has grown it has been due to a rela- 
tively greater fall m the death rate. Among the in- 
dustrial countries, Japan is a solitary example showing 
a rise ir the birth rate with a steady death rate. 

There were many causes responsible for the rise 
in the birth rate. Firstly, the attitude of the people 
towards the size of the family changed after the 
shores of Japan were thrown open to lorcigners. 
W th the experiencrs of the Shogun with foreign 
powers in the back of their mind, the Japanese had 
realised tliat to protect their independence against the 
aggressit^e Westerners, they must have an army train- 
ed like that of others. The man power of the country 
would depend on the size of the population. It be- 
came, therefore, a patriolic duty to allow the size 
of the family to grow. But this would not have 
come about if the economic conditions in the coun- 
tiy WiTc not favourable. Secondly, therefore, the 
aljohiioii ol feudalism removed all barriers to pro- 
gress. The peasants who became the owners of their 
land and whose pi operty nghis were recogiiiSed began 
to interest themselves in agr'culture. Agricultural 
methods were improved and the production of raw 
materials which could be imported was replaced by 
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foodcrops. More land was brought under cultiva- 
tion. Thus food supply kept pace with the increase 
in populalation, at least until recent times. Thirdly, 
the establishment of modern industries and the intro- 
duction of modern transport acted as a powerful 
impetus to the growth of population. Factories, rail- 
ways, banks, insurance companies, etc., provided em- 
ployment to a very large number of people. This can 
be seen from the increase in urban and rural popula- 
tion. Between 1890 and 1925 while the urban popula- 
tion increased by 300 per cent., the increase in tha 
rural population was only 7 per cent. Thus internal 
peace and economic improvement acted as two power- 
ful factors on the increase of population of the coun- 
try. 

But in recent times the rate of growth and the 
existing size of population have created alarm in 
social and political circles. Some have gone to the 
extent of saying that Japan is already overpopulated. 
Considered from the point of view of density of 
population to the total area Japan ranks fourth in the 
world, the first three countries being Belgium, Hol- 
land and Great Britain. But if the density is calcu- 
lated on the basis of the cultivated area-which would 
be proper thing to do because, in spite of her indus- 
trial progress, according to the census of 1930 nearly 
fifty per cent, of the population which is actively 
engaged draws its livelihood from agriculture — Japan 
ranks first in the world. The following table shows 
the position of Japan as compared with other coun- 
tries : 
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Density of Population in Japan and Elsewhere 
( 1925 ) 


Country 

Population 

Arable Land 

Density 

Japan 

59,737,000 

(Kilometres) 

60.2 

993 

Holland 

47,416,000 

9.2 

802 

United King- 
dom 

44,150,000 

59.2 

800 

Belgium 

7,812,000 

12.2 

640 

Italy 

40,548,000 

132.3 

307 

Germany 

62,569,000 

204.8 

• 305 


The above figures certainly give cause for anx'ety. 
There are other indications also which show that the 
pressure of population has become great. Thus the 
number of landowners is decreasing and the tenant 
class is increasing. With this change the number of 
cases of tenant troubles has been growing, particularly 
in the post-war years. In 1917 their number was 
estimated at 85 ; in 1933 it had increased to 4000. It 
is also known that there is a considerable unemploy- 
ment in the rural areas, but it is difficult to estimate it 
because of the peculiar social structure in which it is 
the duty of every family to support the unemployed 
and the indigent. But these indications are not suffi- 
cient to establish whether there overpopulation or 
not. If the population is excessive, it brings about a 
fall in the standard of living. Crocker, therefore, 
suggests that the following tests should be applied to 
find out whether the wealth and welfare of the aver- 
age Japanese has improved with the increase in. 
population or has suffered : (1) the relation Of 

National Wealth to Population ; (2) the relation of 
National Income to Population ; f3) increase or 

decrease in the per capita consumption of rice which 
is the ^staple food of the Japanese ; (4) movement in 
Real Wages ; and (5) the operation or non-o^eration 
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of the law of Diminishing Returns in agriculture, ♦ 

According to Crocker, the National Wealth of 
Japan in 1913 was estimated at 32,043 million yen; 
in 1924 it was 102,343 million yen. The per capita 
national wealth after making adjustment for price 
changes for the two years was estimated at 606 yen 
and 720 yen respectively. The national income for 
the years 1913 and 1925 was 2,334 million yen and 
13,382 million yen respectively ; the per capita income 
after making adjustment for price changes was 44 
yen and 103 yen respectively. Rice constitutes the. 
mam food of the Japanese and, therefore, if the 
pressure of population has become too great there 
should be a marked decline in its consumption. The 
average per capita consumption of rice for the period 
1900-13 was 1.81 quintals; it rose to 2.10 quintals in 
1927. Though real wages are capable of changing 
from influences other than those of the population, 
pronounced fall in them over a certain period may 
result from the pressure of labour seeking employ- 
ment. The movement of wage and price indices do 
not show that the real wages have been affected 
adversely. Though, therefore, the foregoing statistics 
show that the growth of population has not affected 
the welfare of the Japanese adversely, they cannot be 
completely relied upon as conclusive proof of a healthy 
growth of population because there are admitted 
defects in their calculation. The only criterion, there- 
fore, which can be regarded as reliable is the opera- 
tion of the law of diminishing returns. Here also 
unless correct statistics are available to show changes 
in the amount of labour and capital applied to a given 
pfece of land over a period and its yield, no correct 
conclusion can be arrived at. But Crocker comes to 
the conclusion from whatever statistics are available 


* Crocker, The Japanese Population Problem, p. 56, et seq. 
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and from personal enquiries in Japan that in recent 
years more fertilizers and labour were used in raising 
a given amount of produce. This opinion is also sup- 
ported by the view of Freda Utley that in recent years 
though the production per acre has increased it shows 
a decline per agricultural worker. But Prof. T. Ueda 
emphatically maintains that “ the population of rural 
districts has not only reached saturation point, but a 
state of actual overpopulation exists In support of 
his contention he points out that with the difficulty of 
earning livelihood in rural areas age groups upto 44 
show a decline ; whereas the age groups above 44 show 
signs of increasing. All these points go to show that 
the pressure of population in the rural areas has be- 
come heavy and has become a cause for anxiety in 
Japan. 

If this is the present state of population in Japan, 
the future appears to be more gloomy. Prof. T. Ueda 
has made a study of the future trend of population. 
According to him, after making an allowance for 
changes in the birth rate the population for the next 
thirty years would grow as follows : 


Year 

In millions 

Year 

In millions ' 

1945 

75.2 

1960 

83.6 

1950 

78.4 

1965 

85.7 

1955 

81.1 

1970 

87.7 


If the above estimate is to be taken as accurate 
the population would grow by about one-third in less 
than thirty years’ time. Another calculation has been 
made by Mr. M. Inouye, a Japanese business man. He 
estimates that by 1965, if the present rate of progress 
continues, the population would be 108 millions, Of 
the two estimates the first appears to be more correct 
because of the allowance made for expected changes 
in the 'birth rate. Both the estimates, howe*srer, lay 



* PopHlation & Agricultures 429 

stress on the same point, the difficulty of supporting 
such a large population from the available resources. 

Is it possible for Japan to support this growing 
population without a lowering of the standard of 
living ? The answer to this would depend on a num- 
ber of factors. It would be natural to enquire in the 
first instance as to whether or not tViere is any scope 
for extension of agriculture. There are very little 
hopels in this direction. All the available arable land 
has been brought under the plough. In fact in the 
absence of easily available land, an attempt has been 
made to cultivate, where possible, the slopes of hills. 
The small size of the agricultural holding and the 
property of farmers make mechanisation of agriculture 
and intensive cultivation very* difficult if not impos- 
sible. There are about 5 million acres of land which 
could be reclaimed for cultivation. But the cost of 
reclamation would be so heavy that not more than a 
few thousands of acres of land could be brought under 
cultivation in the immediate near future. There is, 
therefore, very little hope of an increase in the pro- 
duction of food at home. 

The second factor having a bearing on this pro- 
blem is the possibility of emigration to foreign lands 
or colonisation. In this respect Japan has been more 
unfortunate than the Western countries. All the 
empty spaces of the earth have been occupied by the 
powerful Western countries. She has no doubt made 
an attempt to expand the boundaries of her Empire in 
the past. After the war with China in 1895 she got 
Formosa and Pescadores. Her success against Russia 
in 1904-05 gave her a dominant position in the South 
Hanchurla. In the Peace Treaty lof Versailles she 
secured a mandate over the German islands in the 
Pacific. In 1931 she annexed Manchuria to her Empire. 
But Japan has not been able to colonise on ,a large 
scale in these 'slands because of the local hostility. 
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Similarly because of the restrictions in foreign coun- 
tries on immigration, since 1920 the number of annual 
emigration has never exceeded 13,000. But in the 
same period a large number of Japanese have returned 
home. Thus the total number of the Japanese resi- 
denis m foreign countries has been very small. Most 
of them, however, are engaged in business. 

There are, therefore, only two alternatives for 
Japan — either she must check the growth of popula- 
tion or develop her industries and export trade so as 
to pay for enough imported food. The social struc- 
ture of Japan is such that the prospects of the first 
alternative are not very bright. “ In the opinion of 
some observers ”, says Croker, “ there are factors, 
even more powerful than those they find in Roman 
Catholic countries, working against a fall in this very 
high rale. Social customs and the importance which 
rel gious tradition gives to leaving male heirs to carry 
on the veneration of the famMy ancestors allow of 
slight hope, in their opinion, for a thinning, rather the 
promise of a thickening of the present density 
Until recent times, even the discussion of birth-control 
was regarded as a ‘ dangerous thought ’ and Mrs. 
Margaret Sanger was refused permission to dissemi- 
nate information .on the use of contraceptives. But 
Since 1925 a change has come in the attitude of the 
government and the people. After the findings of the 
Commission on Food and Population (1927) signifi- 
cantly pointed out the dangers of unchecked growth, 
their attention has been turned to birth control. But 
the influence of religion is so great that it may not be 
possible for population to be checked by this method. 
The only alternative, therefore, left for Japan is the 
ntensification of industrial production. But the pecu- 
liar difficulties of raw^ materials and markets make 
their progress uncertain. Hence to secure both of 
them. S clash between Japan and the old Bmpires, 
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appears to be inevitable. This has occurred. The 
dreams of Tanaka to expand the empire have found 
sponsors in the present government. 

Agriculture 

Japan was an agricultural country before 1868 
with 80-85% of the population being dependent on 
agriculture. To-day if the Japanese economic life is 
vieWied from the point of production,* foreign trade 
and capital investment, she is rapidly becoming an 
industrial country ; but considered from the point of . 
occupations, she is still an agricultural country. 
Accord-ng to the census of 1930, out of a total popula- 
tion of 64 millions, 29 millions were actively engaged 
in one occupation or the other. From this occupied 
population nearly 14 millions ( nearly 47%) were 
drawing their livelihood from agriculture (tillage, 
sericulture, and stock-breeding). The same percent- 
age in 1920 was 51 and thus there was a slight decline 
in the agricultural population. The percentage of 
agricultural to the total number of households which 
was 52,4 in 1920 dteclined to 44.4 in 1930. In spite of 
this recent decline, the importance of agriculture in 
the Japanese economy remains unaffected because of 
the fact that it is one occupation which gives employ- 
ment to the largest number. 

But what is surprising is not the predominance of 
agriculture as the small size of the arable land. Japan 
is a hilly country and, therefore, the total arable land 
is not more than 18 per cent, of the area of the coun- 
try. Of this, after extension of cultivation to all kinds 
of lands from time to time, the total cultivated area 
is only 15 per cent. This percentage is the lowest 
compared to any great nation in the world. At the 
end of 1933, the percentages of the cultivated to the 
total area in different countries were : 22.3% in Great 
Britain,* 43.7% in Germany, 39.4% in France, 41.4% in 
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Italy and 18% in the United States. With a very 
large population living on such a small area> the 
average size of the holding is 0.086 hectares ( hectare 
■ 2.4 acres). In this respect also the Japanese agricul- 
ture compares unfavourably with other countries, 
The average size of holding in Great Britain, Germany, 
France, Italy and U. S. A. is 0.124, 0.314, 0.512, 0.315, 
and 0.362 hectares respectively. If the agricultural 
households ar.e distributed according to the size of 
holding they cultivate, 34.5% cultivate an area of 1.20 
acres, 34.3% cultivate an area varying between 1.20 
and 2.50 acres and 22% work fields varying between 
2.5 and 5 acres. Only 1.4% work holdings exceed- 
ing 12.5 acres. This means that nearly 69% of the 
households work holdings of less than 2 5 acres. These 
figures amply prove that not only the agricultural 
resources of Japan are limited but that there are 
almost insurmountable difficulties in the way of 
progress. 

As regards the future possibilities of extending 
the arable area, the Temporary Industrial Investiga- 
tion Bureau estimated in 1918 that the total land that 
could be brought under cultivation by reclamation 
was 1,650,000 cho (cho 2.45 acres), i.e., about 5 mil- * 
lion acres. Even if this entire land were brought 
under the plough, it would add less than one acre to 
the present average holding. The problem of bring- 
ing this land under cultivation, however, bristles with 
difficulties and in v.ew of them the Commission on 
Food and Population proposed that an attempt should 
be made for the next twenty-five years to reclaim 
land at the rate of 75,000 acres per year. Assuming 
the success of this plan, the percentage of arable to 
total land in Japan would still be smaller than that * 
of any other great aountry. The following figures 
show the progress of the irrigated, unirrigated and 
total cultivated area in the 20th century : 
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Area Under Cultivation 
( In million cho ) 



Irrigated 

Unirrigated 

Total 

1905 

2.8 

2.5 

5.3 

1923 

3.0 

3.0 

6.0 

1929 

3.1 

2.7 

5.8 

1934 

3.2 

2.8 

6.0 


The above figures clearly show the slackening of 
the progress in the extension of cultivated area since 
1923. Before that year for nearly twenty years the 
area showed an increase. The recent tendency ma^ 
be attributed to two factors, the difficulty of securing 
cultivable land and the continuous fall in agricultural 
prices in the post-war years. 

Faced with the lack of additional cultivable land, 
the Japanese farmers have resorted to intensive culti- 
vation of the existing land. Even the slopes of hills, 
as said before, have been brought under the plough. 
The use of fertil zers is made on a very large scale. 
The annual expenditure on this account in recent 
years is estimated to be about 520 million yen. In 
spile of the unfavourable size of holding, the use of 
mechanical appliances is steadily making progress 
among the farmers. An additional factor which has 
checked progress in this directison is the lack of capi- 
tal. To-day there is one electric motor for every 60 
farmers ; one rice-polishing machine for every 60 
farmers ; and only one rice hulling machine for every 
120 farmers. If the yield of nee per acre is regarded 
as indicative of the general improvement in methods, 
. then it has increased from the average of 24.16 bushels 
per acre for the period 1880-84 to 37.7 bushels per acre 
for the period 1924-28. In this respect, among the rice 
producing countries, Japan ranks first. 

The principal food crops that are grown in Japan 
are Tice, wheat and barley. Of these rice Constitutes 
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the most important crop being the staple food of the 
people. Nearly 53% of the cultivated area is under 
rice. The total production of these commodities at 
different periods is given below : — 


• 

Rice 

Barley Wheat 



(In million koku) 

1878-82 

29.9 

— — 

19]0 

54.4 

9.2 4.6 

1934 

70.8 

6.7 9.4 

The above figures indicate that as a result of the 


extension of agricultural area, its redistribution among 
different crops and intensive methods of cultivation, the 
total production of rice and wheat has considerably 
increased, but that of barley has fallen. The decline 
in barley is largely due to its being replaced by wheat 
in the consumption of the people. But in spite of th’S 
growtli in production, the home supply has proved 
inadequate for the population which is growing at a 
still faster rate, Japan has been importing, as may 
be seen from the following figures, increasing quanti- 
ties of food from her colonies or foreign countries for 
which she has to pay obviously in either manufactured 
goods or services or specie : 

Rice Barley Wheat 

(In koku) 

1910 1,441,000 2.678 360,000 

1934 14,249,000 92,000 3,588,000 

As regards the position of agriculture in relation 
to the raw materials of industries, excepting silk 
there is no raw material which is produced in con- 
siderable quantities. No doubt some quantities of* 
tobacco, sugarcane, rape-seed, etc., are produced, but 
the total under them is not more than 4% of the 
cultivated area. 

The economic position of the Japanese farmers is 



Popnlatfon & Agriculture 435 

one of the most serious social problems of to-day. In 
the revolution of 1868 feudalism was abolished and land 
came directly in the possession of cultivating farmers. 
But some of the land belonging to the daimyos was 
mortgaged to merchants and usurers before the 
revolution and in 1871, therefore, their rights were 
recognised with the result that those who cultivated 
such land remained as tenants. Moreover, the new 
government ordered the peasants to pay their taxes to 
the state in money instead of in rice as before. The 
peasants had very little experience of money econo- 
my ; there were few markets where they could sAl 
their crops ; but the condition of transport was so 
miserable that even if they intended to sell in these 
markets they could not stimjnon up courage to under- 
take the journey. The state taxation also became 
gradually heavy because of the large expenditure of 
the government on paying compensation to the 
dajinyos and Samurai, subsidies to industries and 
costs of the wars it waged. On the one hand the 
farmer was receiving a low price for his produce and 
on the other a big slice from his income was taken 
away by the government. He was unable to meet 
the expenses of his household and, therefore, land 
gradually passed into the hands pf moneylenders. The 
small proprietor-farmers, therefore, became tenants 
and paid rent to their landlords in terms of rice, a 
system continued from the feudal days. Thus though 
feudal'sm was abolished, landlordrism reappeared in 
a different form. To-day the farmers of Japan are 
divided into three classes : (1) landowners, (2) small 
.tenant farmers, and (3) partly proprietors and partly 
tenants. The following table shows the distribution 
of Jand among the three classes 


• Mitsubishi Economic Research Bureau, Japanese Trade and 
Industry, p. 154. * 
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Tenants and Proprietor Farmers (%) 


Iliouseholds ! Area under cultivation 




Proprietors 





Tenants 

Proprietors 

Tenants 

Proprietors Tenants and 



1910 

33.4 

27.4 39.2 

54.8 

45.2 

1920 

31.3 

28.1 40.6 • 

54.1 

45.9 

1930 

31,1 

26.5 42.3 

52.3 

47.7 

1934 

31.0 

26.8 42.2 

53.0 

47.0 


The above table shows that nearly 70% of the 
farming households are either tenants for all or a 
part of the land they cultivate. Nearly half of the 
total cultivated area is cultivated by tenants. And 
many of the small proprietors, as their holdings are 
small and insufficient to maintain their families, rent 
land from others. It is estimated that these tenants 
pay rents to their landlords in r.ce to the extent of 50 
to 60 per cent of their produce. Of the remainder 
a part is spent on paying taxes and interest and on 
buying fertilizers. The tenant farmers have been 
compelled to borrow by paying heavy rates of interest. 
With the continuous fall in prices in the post-war 
years, both the tenants and small proprietors were 
faced with difficulties. The total agricultural debt 
has considerably inciea.spd. In 1911 it was estimated 
at 746 million yen or 135 yen per agricultural house- 
hold. In 1929 and 1932 it was estimated to have 
increased to 4,000 million yen and 4717 million yen 
respectively. In the latter year the debt burden per* 
household was 840 yen. And it was increasing at the 
rate of 100 yen per year because of accumulated 
arrears. The present agricultural debt is therefore 
estimated to be 6000 million yen or 1000 yen per house- 
hold. Recently the Ministry of Agriculture and 
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Forestry compiled data on the farm debt situation in 
29 prefectures. According to it in one perfecture 
alone nearly 80% of the households were in debt. The 
average debt ( excluding that of the landowners ) was 
813 yen. The following table shows the rates of in- 
terest paid and the methods of raising loans used by 
the farmers :t 


Rates ot interest 

Mortgaged 

Unmortgaged 

Tota] 


% 

% 

% 

Less than 6% 

4.3 

3.8 

8.1 

6-8% 

9.9 

3.2 

13.1 

8-10% 

20.3 

13.3 

33.6 

10-12% 

14.7 

23.9 

38.6 

Over 12% 

1.7 

4.9 

6.6 

Totals 

50.9 

49.1 

100 


The above table shows that nearly 72% of the 
debts wore incurred at interest rates varying between 
8 to 12 per cent. It is estimated that if the burden of 
the tota]' interest charges on Japanese agriculture are 
related to the annual value of produce, then it accounts 
for nearly fifty per cent, of it. In recent years, there- 
fore, the distress of farmers was very great and the 
government had to introduce some relief measures. 

One of the great handicaps from which the small 
agriculturist m Japan suffered for years was the lack 
of organized sources of rural credit and, therefore, he 
was borrowing from moneylenders at high rates of 
interest. He also needed help in other activities 
connected with agriculture if his occupation was to be 
made paying. The Meiji government made a begin- 
ning in the establishment of institutions which would 
supply him with long and short term credit. About 
1891* Viscount Y. Shingawa and Count T. Hirata pro- 
posed the establishment of co-operative societies on 


t Freda Utley, Japan’s Feel of Clay. p. 130. 
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the German lines. But they did not succeed in receiv- 
ing the support of the Diet until 1900. In that year a 
law was passed to permit the establishment of co- 
operative societies of four kinds — credit, purchase, 
Sale and miscellaneous. This law marked the begin- 
ning of the co-operative movement which to-day 
occupies an important position in the Japanese agri- 
culture. In 1905 the Central Union of Co-operative 
Societies was also started. A number of credit, pur- 
chase and sale societies were started before the war 
and they became members of this organization. Gov- 
ernment also encouraged the movement by permitting 
the purchase societies to undertake product ve activi- 
ties, by reducing government taxation and by intro- 
duemg government inspection. Before the war the 
movement was mainly rural. 

Dur ng and after the war the movement spread 
to urban areas, mostly for the purpose of supplying 
credit. During the first two years of the war when 
]iriee«^ of a^^ricmltural goods fell steeply, the govern- 
ment iiassed the Warehousing Bus. ness Law to make 
arrangement for advances to agriculturist against 
warehoused goods. It planned the establishment of 
4,100 warehouses so as to provide at least one ware- 
house to every three villages. The co-operative 
societies took advantage of this law and by 1925 they 
h"d under their contrpl 1.741 warehouses. In 1920 
the law was again amended so as to permit the con- 
struction of dwelling houses, hospitals, bath-houses, 
etc., on co-operative principles. In the same year a 
Central Co-operative Bank was established which 
started working in 1923. In the next year a Whole- 
sale Co-operative Society was established. Thus the 
movement spread very rapidly during and after -the 
war and proved of great use in the crisis following 
the earthquake of 1923. In 1927 there were in all 
14,000 satieties. After the financial crisis of thft year 
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the movement was reorganized and consolidated and 
the niunber of societies was reduced. The number 
in 1934 was about 12,000. The co-operative societies 
have not only supplied finance but helped the farm- 
ers in making purchases and sales of goods. They 
have also run public utility concerns like the electri- 
city and water-supply companies. Assessing the 
progress of the movement Venn writes : “ Too much 
attention should not be paid to the merely statistical 
position of co-operation in Japan, where, as even in 
Germany and other peasant states of Europe, only a 
fract on- of the potential membership has been obtain- . 
ed ; rather should the pertinacity lof its founders be 
admired and the difficulties envisaged that accom- 
panied its establishment in a country so recently freed 
from feudalism, often disturbed by social and physical 
convulsions and always diverted by the imposition of 
Western influence.”* 

For the supply of long term finance, in 1897 the 
Japanese Mortgage Bank ( Hypothec Bank ) was 
established in Tokyo and' branch banks of agriculture 
and industry were established in each prefecture, t 
In 1921 in the financial reorganization of the country, 

. the latter were merged with the former. The Mort- 
gage Bank advanced money jto farmers on the mort- 
gages of real property. It raised the necessary funds 
by issuing debentures which were partly subscribed to • 
by the government from the funds of the Deposit 
Bureau, the central organization for postal savings. 
At the endl of 1933 the long period loans given by the 
Bank amounted to 750 million yen 

. The agricultural policy of the Japanese govern- 
ment was mainly restricted, until the Great War, to 


• Venn, the Foundations of Agricultural Economics, p. 336. 
t See Kobayashi, The Basic Industries and Social History of 
Japan, p. 111. 
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bringing more land under cultivation, improving 
methods and encouraging the cultivation of specied 
crops greatly needed by the country. Thus before the 
war, encouraged by the government, the production 
of fertilizers for use m agriculture increased from 22 
million yen to 56 million yen between 1905 and 1914, 
an increase of nearly 250 per cent. During the first 
two years of the war when the price of rice fell, the 
Okuma cabinet (1914-16) made an attempt to check 
the fall by purchasing large quantities of rice. But 
in the post-war period, excepting for a few years, the 
prices of many commodities, chiefly of rice, slumped 
and rendered the position of farmers difficult. The 
Government had to take a more active interest m the 
farmers to protect them from complete rum. The 
measures taken by it fall into three categories : (1) 
price stabilisation, (2) relief measures, and (3) per- 
rrianent improvements. 

The first attempt at price stabilisation was made 
in connection witli rice, the most imporant crop. By 
the Rice Law of 1921 government was given power to 
adjust demand for and supply of it. Price of rice was 
faJLng because of the excess supply of home grown 
and imported rice. It was iiitendea that the govern- * 
ment should make purchases of rice. The necessary 
funds, to begin with 200 million yen, were provided 
by the Rice Adjustment Special Account Law. But as 
mere purchases did not help to restore price, by a law 
of 1925, power was given to the government to control 
prices. For some time, it appeared that the govern- 
ment had succeeded m checking the fall ; ljut the 
success proved to be short-lived. In the following 
years the price of rice fell in sympathy with world 
prices. The fall was serious after 1929 when there 


* for details, see Mitsubishi Economic Research Bureau, 
Japanese Trade and Industry, pp. 175-81. 
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was almost an agricultural crisis in Japan. In 1931, 
therefore, the Rice Law was amendied and the funds 
of the government were increased to 350 million yen, 
*mporLng of rice was made subject to license and the 
government was authorised to make purchases when 
uie price was below a certain level or sell when it 
arose above a certain maximum. But this policy had 
little effect particularly because of the limitations 
placed on the purchases by the government. Next 
year, therefore, the Law was again amended and the 
total fund was increased ; imports were to be control- 
led on .monthly basjs and the government was given 
power to make purchases according to its discretion. 
Even this measure could not improve the situation. 
In November, 1933, therefore, a more comprehensive 
law was passed, the chief provisions of which were : 
(V ^hc /}:ivcinmcnt was authorised to fix minimum 
and maximum prices ; the minimum w^as to be fixed 
after taking into consideration the costs of production, 
the cost of living and the general prices ; (2) the fund 
was increased to 850 million yen and could be increas- 
ed by another 300 millions if necessary ; (3) the 
imports of colonial rice were regulated on the basis 
of monthly quota ; (4) the imports of foreign rice 
• were made subject to license ; and (5) the whole work 
of price regulation was entrusted to a specially estab- 
lished Rice Bureau. The rice policy of the govern- 
ment had to avoid two dangers. The price of rice was 
not to be allowed to fall too low lest the farmers should 
suffer. It was not to be allowed to rise too high, lest 
the export industries should suffer in their competi- 
tive power by a rise in wages following a rise in the 
cost of living. Thus it had to steer clear of the Scylla 
of agricultural distress and Charybdis of industrial 
decline. The following index of the price of rice 
shows the measure of government success : 


BO 
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Base 1925 = 

100 


1929 

70.4 

1933 

51.7 

1930 

62.2 

1934 

63.0 

1931 

44.6 

1935 

71.6 

1932 

50.9 




With the fall in their income, the farmers were 
badly in need of long-term and short-term finance. 
Many of the small farmers were mortgaging their land 
to relieve themselves of the immediate urgent 
demands. In 1922 the government decided to advance 
money to such farmers from the Reserve Fund of 
the Post Office Life Insurance. By 1925 nearly 17 
million yen were advanced in this manner. On the 
findings of the Tenancy Investigation Committee of 
1925 the government also decided on a plan of giving 
ass stance and protection to future tenant proprietors. 
For the following 25 years loans and subsidies amount- 
ing \o 468,500,000 yen and 101,000,000 yen respectively 
wore to >'c advanced to them for the purchase of land. 

In the crisis of 1931-32, the distress spread to nearly 
all the farmers who were unable to repay their loans 
to cO‘Op(‘rative and other financial institutions. Fore- 
closure c>f mortgages wtould have made the crisis 
disastrous. The government, therefore, passed two * 
laws — the Sjiccal Loans and Loss Compensation Law 
(1932) and the Immovables and Mortgage Loan and 
Loss Compensaticm Law (1932). Under these laws 
the Central Co-operative Bank and the Mortgage Bank 
were encouraged to make advances to farmers to meet 
their short and long term obligations with a guarantee 
from the government to make good the loss upto a 
certain limit. Suitable changes in taxation were al^o 
made and relief works were started to help the 
farmers to increase their cash income. 

It was, however, felt by the government that 
agriculture needed permanent improvements to make 
the position of farmers more secure. In 1932 the 
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Agricultural Economic Recovery Bureau was set up 
with a country-wide supporting organization. Its duty 
is to bring about “ equitable division and utilization 
of land, capital and labour, the improvement in 
management, the control of production and distribu- 
tion, the lowering of the cost of production and other 
expenses, the reform of various organizations related 
to agriculture, and the training of leaders among the 
farmers The agrarian discontent in Japan has not 
still subsided and the tenants and agricultural labour- 
ers have been loudly demanding sweeping changes in 
the agricultural structure. 


Chapter XXIII 
INDUSTRIAL PROGRESS 

The influence of Western industrialism made it- 
self felt in Japan after 1858 when she concluded com- 
mercial treaties with foreign countries. Foreign 
manufactured goods began to trickle into Japan. The 
superiority of arms manufactured in the Western 
countries in particular made a great impression on 
the Japanese who desired to emulate their example. 
When feudalism was abolished finally in 1868, the way 
was cleared for the introduction of factory industries 
.on Western lines. The Government also realised the 
need for their establishment to prepare the country 
for her defence against foreign aggression. From the 
keen desire of foreign countries to conclude commer- 
cial treaties as the beginning of political domination, 
they feared that Japan would be not only economical- 
ly exploited by foreigners but would be driven into 
their stranglehold of political domination. She would 
become the market for the manufactures of Western 
.countries in payment for which she had noljiing to 
export •except silk and copper. She, therefore, feared 
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the loss of precious metals. The external trade would 
be also monopolised by foreigners and, therefore, its 
incidental profits Would go to them. A policy of drift, 
therefore, was ill-advised. It was necessary for Japan 
to forthwith undertake the industrialisation of the 
country. 

But unlike England and the U. S. A., there was 
no possibility of private enterprise undertaking the 
countruction of railways, factories, steamships, etc. 
The country had just emerged from the trammels of 
feudalism which had killed all initiative in all classes 
except that of the daimyos. The capital resources of 
the country also were poor. The people who were 
mainly agriculturists were taught by their religion to 
shun materialism and, therefore, they had no incen- 
tive to save. Moreover they were so ruthlessly ex- 
ploited by the feudal lords that there was very little 
saving. There was also no occupation in the feudal 
structure which could give rise to a moneyed class. 
England, Holland and New England which had ex- 
perienced a commercial revolution before the indus- 
trial revolution had accumulated capital which they 
could sink in new inventions. Japan did not experi- 
ence any commercial revolution because of her seclu- • 
sion. Moreover excepting for silk-reeling, hand- 
spmnmg and hand-weaving and the making of copper 
and bronze wares there were no industries worth 
being mentioned before the Meiji Restoration. Even 
then their production was small and crude. Thus 
Japan lacked not only in capital but in industrial 
traditions also, and, therefore, there was a dearth of 
trained labour. For all these reasons, it was not 
possible for private enterprise to undertake indus- 
trialisation, at least at the rate at which the interests 
of the country required. 

Frgm 1868 to 1880, therefore, the industrial and* 
transport enterprises were mainly started Iby the 
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Government. Railways, telegraph and telephone, and, 
silk reeling, cotton spinning, woollen and glass facto- 
ries were started by it from the funds raised m foreign 
countries. For the work of erection, the services of 
foreign technicians were engaged. In 1872 there were 
nearly 200 Dutch, German and French technicians in 
the service of the government who were paid £ 53,000 
as annual salary from the poor revenues of the state 
which hardly amounted to £ 5,200,000. * Thus in 1872 
a silk reeling factory was established at Tokyo with 
the help of a French expert ; similarly in 1877 a wool- 
len factory was established with the help of a German ; 
and in 1879 a glass factory was established with the 
help of an Englishman. When these industries were 
well on their way, by passing a suitable law, the 
government transferred them to private enterprise. 

Although the State itself established and for some- 
time controlled the majority of the industries and 
commercial services which now exist ”, says Prof. 
Allen, it did not retam the ownership or administra- 
tion of them once they were firmly rooted.”t 

But the state did not completely withdraw its 
support to industries. It pursued a policy of general 
economic improvement which was bound to help 
industrial progress. Thus in 1882 the Bank of Japan 
was established and the currency was reorganised by 
giving the monopoly of note issue to it. In 1884 rules 
were framed for the organization of guilds of ’ndus- 
trial groups. In 1887 the Yokohama Specie Bank was 
started to finance foreign trade. In 1890 the Com- 
mercial Law was passed to regulate commercial and 
industrial enterprises. Three years after, the Bank 
Act and the Stock Exchange Act were passed to 


♦Nitobe, Japan, p. 109. 

tHubbard, Eastern Industrialisation and Its Effect on the 
Wesl, p. 67. 
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organize on sound lines the money and capital mar^ 
kets. Thus by 1893 the period of experiments was 
over. The paid-up capital of all companies in that 
year was estimated at 232 million yen which was equal 
to nearly twelve times the figure at the beginning of 
the period. Of this capital 47.68% was held by trading 
and banking concerns, 29.14% by transport concerns 
and 22.31% by manufacturing companies. The num- 
ber of industrial workers engaged in factories employ- 
ing more than ten labourers was 381,000. 

The war with China in 1894 gave, as wars gene- 
rally do, an encouragement to the industrial develop- 
ment . Japan came out successful from it and obtain- 
ed, among other things, an indemnity of 200 million 
taeis which proved useful m introducing the gold 
standard and brought her currency in line with other 
foreign currencies. The success of Japan also brought 
about a change in the attitude of foreign countries 
towards her in the matter of commercial treaties. 
The treaties which she had signed m 1858 were one- 
sided and had restricted her freedom regarding tariff. 
Those treaties were now revised and she became free 
to impose import duties. Near the end of the century 
she gave encouragement to the shipbuilding and ^ 
chemica] industries, the first to encourage the export 
trade and Ihe second to aid the improvements in agri- 
culture. By the end of the century, the effect of 
industrialisation began to be seen in the character of 
export trade. Manufactured goods figured more and 
more in it. At the end of the decade following the 
Shio-Japanese war, imports had increased six times 
measured by value and four times measured by 
volume: expoits had increased five times and three 
times respectively. The paid-up capital of companies 
had increased to 887 million yen : of this capital 50.89% 
was held by trading and banking concerns, 29,56% 
by transport and 19.19% by industrial conq>anies. . 
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Hitherto, therefore, the general tendency was to invest 
in commercial and transport companies. 

The Russo-Japanese war (1904-05) which occurred 
just after ten years from the Sino- Japanese war had 
a similar stimulating effect. Not only her industrial 
production increased during and after the war, but 
after its end in her favour, the foreign trade of Japan 
increased with strides and her credit in the World’s 
money markets was enhanced and she was able to 
borrow on an extensive scale. Japan’s foreign loans 
which had aggregated only £ 13 millions before the* 
war increased by £ 107 millions in the next two years. 
The bulk of this amount found its way into industrial 
investment. In the same two years another £ 70 
millions were borrowed by ' private companies and 
municipalities. Before the Great War, therefore, the 
industries which made progress were metal, electrical, 
rubber and shipbuilding. Her foreign trade also made 
an equally remarkable progress. Before the war the 
total paid-up capital invested in various companies 
reached the figure of 1,983 million yen ; of this capital 
41.23% was held by trading and banking concerns, 
11.78% by transport and 36.08% by manufacturing 
companie.s. Thus there was a sharp break from the 
old trend of investment. Capital began to flow into 
industrial concerns. The number of factory workers 
and miners increased to 1,180,000. Thus Japan had 
laid the foundations of industrialism on the Western 
lines and had freed herself from the domination of 
foreign countries in her commercial policy. Her 
foreign trade, however, was mainly with the Asiatic 
countries and North America. China absorbed nearly 
90 per cent, of her cotton products and the U. S. A. 
took. about the whole of her silk exports. The reputa- 
tion of her goods was still dubious and, therefore, 
other countries did not regard her as a serious competi- 
tor. ^ 
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The Great War came as a golden opportunity to 
Japan. The Western countries and their industries 
were preoccupied with the demands of a ghastly war. 
They could not send goods to the Eastern markets 
because of the control placed by their governments. 
Even whatever goods they could spare and were un- 
controlled could not be exported because of the lack 
of shipping space. On the contrary Japan was in- 
volved in the war on the side of the Allies only. to a 
limited extent and, therefore, she was m a position 
to make the best out of the situation. She also 
possessed a mercantile marine which could traverse 
the Eastern waters with comparative freedom from 
war risks. During the four years of the war her 
foreign trade, particularly exports, increased to an 
unprecedented size. Her total favourable balance of 
trade reached a figure of 1,400,000,000 yen. Her 
excess of invisible exports also reached the figure of 
1,400.000,000 yen. Thus she had a total favourable 
balance of payments amounting to 2,800,000,000 yen. 
Tlie new marliets which she penetrated or the markets 
in which she strengthened her former foothold were 
India, Netherlands East Indies, South America and 
certain parts of Africa and Europe. This phenomenal 
growth in her trade had a magic effect on her indus- 
tries. There was a feverish industrial activity duiing 
the four years. The new capital investment increased 
annually at a rate varying between 100 to 150 million 
yen. In 1918 the total paid-up capital was 4,707 
million yen, of which 41.23% was held by trading and 
banking concerns, 11.78% by transport, 38.08% by 
manufacturing and 9.94% by mining companies. The 
industrial progress of the country is indicated by thfe 
• increase in the factory employment by 63% ; in power 
consumption by 34% ; in the capacity of elefctric 
motors and consumption of coal by 206% and 47% 
respectively ; in spindle capacity by 44% ; in silk out- 
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pu^ by 55% ; and in th^ output of iron and steel by 
443% and 116% re^ectively. Airnong the industries 
which shQwed a striking expansion were the iron and 
steel and chemical industries.. The government stimu- 
lated the deveiopmept of the former industry by 
exempting the newly constructed plants from busi- 
ness and income tax for a period of ten years from 
July, 1917. Plants with a capacity in excess of 35,000 
tons were allowed to import iron ore and construction 
materials free of import duty. Before the War, there 
were 8 plants with a capacity of over 5,000 tons and 
42 witli a capacity under 5,000 tons ; in 1918 the 
former increased to 14 and the latter to 166. The 
government played a magnificient part in this deve- 
lopment. In 1914 it set up^an organization known as 
the Society for the Encouragement of Home Manu- 
factures ( Kokusan Shore^kai ) . Later on a number 
of commissions were set up to study the effects of the 
war on industries and to suggest measures to facilitate 
their change to peace-time economy with the minimum 
of dislocation. The industrial boom developed partly 
by war and partly by inflationary conditions continued 
upto 1920 after which some of the industries were 
faced with a slump. “ The end of the boom in 1920 
found Japan ”, says Professor Allen, “ far more indus- 
trialised than in 1914, a creditor instead of debtor 
country, and with short term balances abroad amount- 
ing to over 1,300 million yen. Her domestic gold 
reserves had also greatly increased.” 

The revival of Western competition not only in 
her foreign markets but even in her home market after 
1920 brought about a sharp economic crisis in Japen. 
Many of the companies which had worked profitably 
in the period of the war were unable to face the com- 
petition, home as well as foreign. Industrial output 
lell, dividends declined and unemployment increased. 
The discouraging financial results would have conti- 
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nued unless some industries were prepared to reckon 
with the fact that much of their capital was not fully 
represented by assets and, therefore, required to be 
written off. In other cases there was an urgent need 
for reducing capital which was extended to meet war- 
time demand. The industrialists carried out a capital 
reorganization in 1921-22 and capital to the extent of 
980 million yen was reduced. But before the industry 
could revive it was struck by another blow, the earth- 
quake of 1923. By 1926 it appeared that industrial 
prospects were becoming bright, but again disillusion- 
ment came soon. The financial crisis of 1927 which 
was no doubt a legacy of the war again gave a setback 
to economic recovery. A number of banks and in- 
dustrial companies failed. Among these industrial 
companies many were those which had avoided liqui- 
dation in the reorganization of 1921-22. Between 1927 
and 1929 a fresh attempt was made to reorganize and 
rationeilize industries. But the depression of 1929 
again affected them adversely and the future looked 
to be very gloomy. In 1930 the government decided to 
restore the gold standard, which was given up during 
the war, with the expectation that it would heln to 
expand export trade and, therefore, industries. But 
the expectation of the government proved to be wrong. 
The yen was restored to its pre-war parity with the 
dollar. Com.paring the price levels in the U. S. A. and 
Japan in the previous period, it was clear that the yen 
was overvalued by at least ten per cent.* To maintain 
the exchange parity governments had to deflate. It 
is no wonder thac the results expected from the 
stabilisation were not realised. Prices fell steeply 
while the cost structure remained substantially hi^. 
Foreign trade continued to decline and the unemploy- 


• Alleu : Japanese Industry, Its Recent Development and 
Present Condition, pp, 9-10. 
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ment figures continued to rise. At the same time the 
agricultural situation was becoming more critical and 
the agrarian distress was great. 

Between 1931 and 1935 government had to inter- 
vene in industries and trade to make another great 
effort to revive them. In June 1930 the Industrial 
Rationalization Bureau was set up with the vague 
object of the reconstruction of the entire economic 
system. In August, 1931 the Staple Industries Control 
Act was passed to bring about cartel agreements 
among industries to check internal competition and 
to rationalize them. But before the government could 
proceed with the work, a novel situation was created 
by the abandonment of the gold standard by England 
and by other countries. In December, 1931 Japan 
followed them in leaving the gold standard and in 
allowing the yen to depreciate. In the next few years, 
before the outbreak of the Sino-Japanese war, the 
Japanese industries progressed very rapidly unlike 
those of other countries because of the influence of 
three factors : (1) the depreciation of yen and the 
efforts of Japan to break through the ring created 
round her trade by other countries by raising tariff 
walls, inter-imperial agreements and anti-depreciation 
measures by developing efficiency and by keeping 
down the costs of production by manipulating price 
levels ; (2) the opening of Manchuria to Japanese 
investment and trade ; (3) and the government ex- 
penditure on armaments. During these years not only 
industrial production increased but there were striking 
changes in the composition of her industries. In 1933 
#the total capital of all companies reached the figure 
of 14,389 million yen of which 33.76% was held by 
trading and banking concerns, 10.83% by transport, 
38.77% by manufacturing and 4.60% by mining com- 
panies. The number of factories increased from 31,717 
in 1914 to 85,174 in 1935. The number of factory work- 
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fehs and miners increased from 1»180,000 befolrfe the War 
to 2,461,000 in 1933. The following statistics show the 
increase in the production of the various industrial; 
after the Great War ; 

Value of Industrial Output 
( In million Yen ) 



1914 

1925* 

1930 

1933 

Textile 

620 

3,215 

2,027 

2914 

Metal Products 

48 

421 

526 

87$ 

Machinery & 

Tools 

no 

459 

615 

. 888 

Ceramic goods 

34 

181 

158 

226 

Chemicals 

176 

757 

924 

1288 

Lumber & 

Wood Products 

28 

175 

157 

189 

Printing & 

Binding 

26 

164 

179 

181 

Pood-stuff s 

220 

1,097 

950 

1077 

All others 

106 

559 

426 

290 

Total 

1368 

7,028 

5962 

7871 


The above table shows the striking progress 
achieved by the Japanese mdustries, in particular tex- 
tile, metal, machinery and tools, chemical and food- * 
stuff industries. As the figures arc expressed in value ■ 
they are influenced by the prevailing price level in 
the above-mentioned years. Hence the figures of 1925 
give an exaggerated view of the production of indxts- 
tries. But there is no doubt that the industries have 
made a rapid progress. What is more surprising, ' 
however, in that Japan has made progress duCing the lij 
years of depression when in the test of the world'-., 
governments were struggling to revive their indusf- ', ' 

• The value is partly inflated because of the depreciation trf S 
the yen which was still off gold . 
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trial production which had fallen aft^ the depression 
had started. The quantitative progress of industrial 
produbtiott in the four years of the depression com- 
pared Vvith the production ih 1&13 is shown by the fol- 
lowing index ; 

Ihdex Number of Quantity of Industrial Production t 
( The Oriental Economist ) 


1913 

100 

1932 

346 

1930 

322 

1933 

422 

1931 

275 

1934 

654 


Industrial 

Structure 



Japan has risen to the position of an industrial 
power comparable with that of the Western countries. 
But there are certain features ‘of her ihdustrial struc- 
ture which mark her out as different from them. The 
four points of difference are : (1) the secondary place 
of ndustry in the economy of the country ; (2) the 
pliedominance of small scale industry ; (3) the domi- 
nance of an industrial and financial oligarchy ; and 
(4) the lop-sided development of industries which has 
bfefen partly rectified in recent years. As regards the 
first point, the census of 1930 shows how the popula- 
^ tion was occupied : 

Numbers in Each Category of Occupied Persons 
( Adults Only ) 

Millions Millions 

Transport and 

Total Population 64 Communications .93 

Total Occupied Public service and 

Population 29.12 | Professions 2.05 

Agriculture 14.04 ; Fisheries .58 

liffoing .30 j Domestic Occupa- 

Mapufactures 5.41 | tions .81 

t Trade 4.95! All other Occupations 05 

^ .' i lpfc., — i , r li: , — ^ 

.ftlyeWlwn The Industry and Trade of Japan, p. 48. 
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The above figures show that agriculture still occupies 
a predominant position in the Japanese economy ; in- 
dustry comes second. Out of the 5.4 million people 
engaged in industry about 2.0 million are factory 
workers, 1.2 million are small independent producers 
in industry and transport, and 1.9 million are casual 
workers. Thus factory workers were only 7% of the 
total occupied population, and 36% of the total indus- 
trial population. There has been also no substantial 
change in the industrial population between the' 
censuses of 1920 and 1930. The following comparison 
of the percentages of industrial population to the total 
population in the various countries would show that 
Japan has a smaller industrial population than that 
of any Western or North American country : 

Percentage of Population in Industry* 

Japan 18.5 (1930) Germany 38.1 (1925) 

Switterland 44.6 (1930) France 31.2 (1926) 

Great Britain 39.7 (1921) Czechoslovakia 40.4 (1930) 

Belgium 39.9 (1920) Canada 28.5 (1931) 

Holland 37.2 (1«)30) U. S. A. 28.9 (1930) 

The industrial structure of Japan is characterised 
by the predominance of small and medium-sized in- • 
duslries. Their importance is growing from year to 
year. Thus unlike the Western countries or the U. S. 
A. industrialisation in Japan has not resulted in the 
eliminat on of the small units which curiously enou gh 
are able to compete in the international markets. Tlie 
position of small establishments can be looked at &om 
three points of view : (1) The distribution of fac- 
tories according to workers engaged in each ; (2) the 
number of workers engaged in the different factories 

— — - I j, .,— . — ' 

♦ Statistical Year-Book of the League of Nations, 1933--M, 
Table No. 4. Comparison loses much of its value because “ 
the percentages are from different census years. ^ 
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of different sizes ; (3) the share of factories of different 
sizes in the total industrial production. The following 
statistics show the importance of small industries from 
these points of view. 


Distribution of Factoriest 


(1937) 

Number of Operatives 
per unit 

Over 5 and less than 30 
” 30 and ” 100 

Over 100 


Percentage of total 
factories 
86.3 
10.1 
3.6 


Distribution of Factories $ 
according to Workers. 

( 1932 ) 

Establishments Percentage of total Workers. 


Employing 5 to 9 workers 13 

10 to 49 ” 26 

50 to 500 ” 36 

Over 500 ” 25 


According to the above figures nearly 97 p.c. of 
the factories are small or medium-sized. Further 
nearly 39% of the workers are engaged in the small 
factories by regarding establishments employing less 
than 50 workers as small units, 36% are engaged in 
the medium-sized factories if those establishments 
which engage between 50 to 500 workers are regarded 
as such and only 25% of the workers are employed in 
the large scale factories. The share of these groups 
in the total production is as follows : 


« 

Small factories 

29% 


Medium-sized factories 

35% 

. 

Large scale factories 

25% 


t Indo-Japariese Business Directory, 1939-40 p. 101. 
*t Gudbther Stein, Made In Japan, pp. 45-40. 
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■ybus ne^ly 64%» of the in^uptrial pFo«(v»^^ 
eomes from the sn^^I end medium-si?ed indmjhPiWi. 
These are the induatrial units the statistics of whidi 
are included in the factory statistic?. But below- the 
small indusries there are a number of very small 
establishments employing less than 5 workers to which 
the Factory Act does not apply. A very large number 
of independent producers are engaged in them and 
their production may be estimated at 11% of. the 
total. They produce a variety of goods not only for 
home consumption but also for export. According to 
the Chamber of Commerce of Tokyo in 1931 they pro- 
duced 18.8% of the cotton textile output ; 28.8% of 
the woollen goods ; 55% of the silk textiles ; 27.4 of 
the knitted goods ; 29.1 of hats ; 60.8% of pottery ; 
65.5% of bicycles ( not only parts but assembling 
aLso). Taking, therefore, all small and medium-sized 
industries, they produce about 75% of the total indus- 
trial goods. 

Japan, therefore, is still substantially the country 
of small industry. One of the reasons v/liich accounts 
for the predominance of these industries is the chronic 
depression and a state of overpopulation in the rural 
areas. The peasants who fiijd it difficult to make both 
ends meet usually send their daughters to be employed 
in the textile factories or small business units. TTie 
employers in small establishments know that they e a" 
take the maximum work from them so long as they 
can avoid coming within the perview of the Factory 
Act. In Japan the Factory Act does not apply to 
establishments employing less than 10 workers, thoug^i 
statistics about those which employ between 5 to W 
workers are collected; by the Factory Deparment. 
The second factor which facilitates production in 
small units is the abundance and cheapness of elec- 
tricity. One of the reasons why industries in the past., 
concentrated in certain localities in other cduntflbs 
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was thei nearness to the source of power. In Japan 
electricity is available in small villages and, there- 
fore, a small capitalist can establish his plant there 
and work it profitably. The third factor which helps 
them is the presence of adequate and efficient trans- 
port facilities which make the movement of raw 
materials and finished goods very easy. There is no 
need for an industry to establish at a particular place 
because of the transport facilities. The fourth factor 
is that these industries are in a position to manufac- 
ture a variety of goods to satisfy diverse tastes. The 
fifth factor is that in these establishments the over- 
head expenses are very low. The sixth factor is that 
many of these small establishments work in co- 
operation with big establishments in cities. Thus iron 
tubes and joints are manufactured in large factories 
while parts of machinery are produced at foundries 
run on small scale because of the difference in costs. 
Lastly very many small establishments are maintained 
by merchant employers who supply raw materials to 
artisans and pay them wages for manufacturing them 
into finished goods. 

Another characteristic of the Japanese industrial 
structure is the dominance of a few families, some of 
which owe their lineage to former feudal lords, in 
the ownership of industries. Among these the lead- 
ing ones are Mitsui, Mitsubishi, Sumitomo and Yasuda. 
Mitsui owns about 20% of the entire share capital of 
the country ; and Mitsubushi about 16%. They con- 
trol industries, banks, insurance and shipping compa- 
nies. Thus they are in a position to exploit small 
enterprises because of their control over raw mate- 
rials and finance. “ Japan then to-day is says Utley, 
“ in ,the grip of an oligarchy just as much as in the 
days of Meiji, but today’s oligarchy is the child of 
the marriage of the feudal and capitalist elements, of 
the ‘ clftn ’ oligarchs with the oligarchs of finance and 
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industry This concentration of capital in a few 
hands gives Japan an advantage in exporting goods, 
in buying raw materials and in general in the foreign 
trade of the country. But this very concentration is 
an obstacle in the way of the complete industrialisa- 
tion of the coimtry on modern lines because any 
attempt on their part to oust the petty manufacturers 
would recoil on them. It may give rise to a revolu- 
tion against monopoly capital. » 

In recent years the composition of the Japanese 
industry has shown a remarkable change. The nature 
of industrial growth in the decade following the end 
of the war is shown by the number of workers 
engaged m the different industries as estimated by 
the Census of 1930 : 

Percentages of Total Numbers 
Engaged in Mining and 
Manufacturing 


Mining and quarrying 

52 

Kiln products 

2.8 

Metal 

6.3'! 

Machinery and tool 

Shipbuilding and vehicle 

3.9 i 
3.1 t 

Watch, scientific instruments, etc., 

.9j 

Chemical 

2.1 

Textile 

24.2 

Clothing 

7.8 ) 

Paper and printing 

4.5 ' 

Wood, bamboo and grass 

10,6 

Ftood and drink 

8.1 

Civil engineering and building 

15.7 

Public utilities 

2.1 

Others 

2.1 
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The above table shows that the textile and cloth- 
ing industry was the most prominent one and gave 
employment to nearly one-third of the total workers. 
On the other hand the mining and metallurgical in- 
dustries occupied a minor position. The factory 
statistics issued by the Ministry of Commerce and 
Industry in 1929 support the same conclusions. These 
statistics, howevW, do not take into consideration small 
establishments employing less than 5 workers. Ac- 
cording to them 50% of factory workers were employ- 
ed in -the textile group. About 20% and 6% were 
engaged in the metal, engineering and tool making 
trades and chemical industry. The predominance of 
the textile industry has made industrial development 
lop-sided. , By 1936 the percentages of employment in 
the three industries, textile ( without clothing ) , metal, 
engineering and tool, and, chemical industries, were 
40%, 27% and 10%. Thus while there was a fall in the 
textile industry there was a rapid rise in the other two. 
There were also changes m employment in the consti- 
tuent industries of the textile group. The percentage 
of employment of workers in the cotton and silk spin- 
ning and weaving to total textile workers remained 
steady but there was a decline in those engaged in 
the silk reeling industry. Its proportion of textile 
employment fell from 42% to 28%. On the other 
hand, the proportion of textile employment in the 
rayon weaving, knitted goods, and woollen industries 
increased from 9 to 19. These few changes are enough 
to show that the industrial trend after 1929 was 
towards broadening the base of industrial structure 
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which previously solely depended on one or two chief 
industries. This change was caused by the recent 
expenditure on armaments and the difficulties en- 
countered in the international markets for the sale of 
silk and cotton goods. 

In spite of these recent changes in the industrial 
structure, light industries still occupy a preponderent 
position in it. Though Japan has made an attempt to 
develop her heavy industries, particularly in recent 
years, their porduction is small compared with other 
countries. Thus in 1929 the gross value of the goods 
produced by the Japanese machinery and engineering 
industry was £ 68 millions ; in the same year the value 
of production of the English industry was estimated 
at £472 millions. No doubt since then, as the above 
figures of employment show, the industry has been 
expanded, and yet she is still dependent on foreign 
countries for the supply of machinery which is a 
weakness of her industrial structure. In any highly 
industrialised nation, the employment in heain' in- ' 
dustry would outweigh the employment in light in- 
dustries. The following figures show the share of 
different industries in the total value of factory 
production. It should be, however, noted that they 
do not include the production of factories employing 
less than five workers. Their production is consider^ 
able and, therefore, if it is added to the production of 
light industries, the minor place which heavy iridus- 
tries occupy in the Japanese industrial structure would 
be moi'e clearly brought out. 
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Percentage Share of Each Industry in the Total 
Value of Factory Production.* 

1929 1933 

Percentage Percentage 


of Total 

of Total 

1 Metals 

8.9 

11.7 

2 Machine and tools 

8.8 

10.7 

3 Chemicals 

13.9 

17.2 

Total of 1 to 3 

31.6 

39.6 

4 Textiles 

38.8 

35.6 

5 Foodstuffs 

14.5 

13.5 


k_ 



Total of 4-5 

53.3 

49.1 

6 Ceramics 

2.8 

2.8 

7 Lumber & wood work 

2.5 

2.4 

8 Printing 

2.3 

2.2 

9 Gas and Electricity 

0.6 

— 

10 Bleaching, Dyeing etc., 

3.9 

— 

11 Miscellaneous 

3.0 

3.7 


100 

100 


Industrial Policy 

The state has played a vital part in the industrial 
development of Japan. There are three distinct 
phases of its relations to industry. In the beginning 
the state played the role of an entrepreneur and 
started industries on its own account and supervised 
them. Experimental' factories for the manufacture of 
silk, cotton and woollen yarn and tissues, chemicals 
and -glass were established by it. It also helped in- 
dustrial activity undertaken by private enterprise. 


•See Freda Utley, Japan’s Feet of Clay, p. 82. 
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In course of time, however, these industries were 
transferred to private enterprises initiated by a jfew 
families and supported by government patronage. A 
reference to the circumstances which led to the adop- 
tion of this policy by the government has been ma& 
in the foregoing paragraphs and, therefore, what needs 
only to be mentioned here is that this phase of govern- 
ment policy came to an end with the end of the Sino- 
Japanese War because the progress made by industries 
till then was sufficient to attract private initiative. 
Government, however, has not completely withdrawn 
from ownership of industrial concerns and even to 
this day it retains its interest in the mining and heavy 
industries. 

The second phase of its policy began after the 
Sino- Japanese war. It began to play the role of an 
industrial financier and also helped industries in many 
indirect ways. Through its control over banking, 
tarift and taxation policies, it directed the resources of 
the nation in the desired channels. It also gave 
subsid-es to many industries the rapid development 
of which was essential in the interests of the nation. 
Thus through the Industrial Bank of Japan govern- 
ment arranged for necessary finance to old and new " 
industries. It also taxed the capital goods industries 
lightly to encourage their development. After 1899 
when the revision of commercial treaties signed in 
18fe8 was complete, it gave protection to those indus- 
tries which were threatened by foreign competition. 
But by far the most important aspect of its help was 
the subsidies it gave. As an example, the case of the 
shipbuilding industry may be cited. In 1896 the 
government enacted the Shipbuilding Encouragement 
Act and gave bounties on the construction of ships. 
After the industry had sufficiently developed, in 1909 
the Ocgan Service Subvention Act was passed and the 
govenfment gave subsidies to shipping line®. The - 
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size of subsidies given could be realised from the fact 
that of the total earnings of shipping companies be- 
tween 1902 and 1926 announting to 693,000,000 yen, 
nearly 207,000,000 yen were contributed by subsidies, 
i.e., about 30%. If, however, the abnormal earnings 
of the war period ( 1915-20 ) are left out, then the 
actual earnings of the companies were only 114,000,000 
yen and the subsidies given by the government 
amounted to 167,000,000 yen. This is one instance 
from among a large number of industries which 
received subsidies. Government could undertake thi^ 
financial burden because the amount of its public debt 
was still small. The policy of giving subsidies forms 
even to-day a part of the general industrial policy. 
The following are a few instances of subsidies given 
in lecent years for the development of key industries 
and transport. 

(In yen) 


Assistance foi the ex- 
ploitation of petroleum 
resources in North 

1931-32 

Actual 

figures 

1932-33 

Actual 

figures 

1933-34 

Buddget 

estimates 

1934-35 

Budget 

estimates 

Karafuto 

Assistance to low tem- 
perature carbonization 

100,000 

284,000 

1,216,000 

1.200.000 

industry 

Bounties for the manu- 

... 

... 

296.200 

252. COO 

facture of dyestuffs 
Bounties for the manu- 
« facture of artificial 

591,560 

63,061 

... 

... 

indigo 

Bounties for the manu- 

... 

1,101,917 

45.182 

... 

faeture of soda ash 
j^d for the manufacture 

303,902 

• «* 

... 

• 

of tto^ods 



75,295 

63,559 
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(In yen) 



1931-32 

1932-3? 

1933-34 

1934-55 


Actual 

Actual 

Budget 

Budget 

Assistance to the photo- 

figures 

fignres 

estimates 

estlmatea 

graphic industry 
Bounties for the manu- 

... 

... 

400,000 

400,000 

facture of motor cars 

Aid to industrial re- 

... 

... 

130,000 

... 

search institutions 
Subsidy granted by the 
Ocean Shipping Sub- 

62,000 

211,000 

180,000 

150,000 

sidy Law of 1909 

6.562,448 

6.538,394 

6,199,680 

5.961,737 

Other shipping subsidies 

3.907,387 

3,836.828 

3.796,084 

3,721,084 

Air transport subsidies 
Subsidies for ship im- 

2.374.949 

1,368,886 

1,260.000 

1.010.283 

provements 

1,250,000 

3,608.204 

4.250,000 

65,000 


In the post-war years the government was faced 
with an altogether novel situation. During the war 
and the post-war inflation period industries had 
developed very rapidly and their capacity was far in 
excess of the available markets. Over-production 
therefore threatened a crisis. Government which had 
hitherto helped the progress indirectly had to revise its 
policy in the direction of direct intervention. It wa^ 
no doubt inspired by a pure desire to bring about a 
reorganization of industries. The first step ijx this 
direction was taken in 1925 when the Export Industries 
Association Law wa.s passed. It was intended to 
centralise control in the export industries, particularly 
the small and medium -sized ones by forming asspqia; 
tions to control equipment, production and sales. It 
was expected that these associations would, bring about' 
improvement m small industries. Govoriun^Ut * ex- 
pected that large industries would come to voluntary 
agreenient among themselves in their own intprjftst a^d 
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check overproduction and internal competition. But 
so long as inflation was raising prices industries had no 
desire to combine and undertake rationalization mea- 
sures. Imagining, therefore, that the root cause of all 
trouble was inflation, next year government resorted 
to deflation which brought about a sharp crisis m 1927. 
Instead of improving, the situation worsened. No 
doubt in the next two years industries were driven 
into cartel agreements but before there could be any 
substantial improvement the crisis of 1929 again 
affected them adversely. In such conditions the in- 
dustrialists looked to the government for help. In 
June, 1930 it established the Industrial Bureau of 
Rationalization to study and enquire into all important 
matters relating to the rationalization of industry 
and other measures to promote industry in general. 
This body consists of different committees looking 
after several problems of industries. It succeeded in 
bringing about centraLsed control over small and 
medium-sized industries by forming national federa- 
tions. In the major industries, however, it met with 
a different situation. In a large number of industries 
still no cartels were formed ; in others where cartels 
existed, the agreements which were voluntary were 
violated by members. The export Industries Associa- 
tion Law of 1925, which was originally intended for 
small industries, was therefore amended in July, 1931 
and was made applicable to large industries. The 
amended law was called the Industrial Association 
Law. It also failed to bring about necessary agree- 
ment among industrialists for checking internal 
competition and for rationalization. In August, 1931, 
therefore, the Staple Industries Control Act was 
passed and its administration was left to the Bureau. 
Its object was to bring about cartel agreements among 
industries so as to control production and prices. The 
goveriiment was also empowered to impose & cartel 
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agreement on dissentient units if two-thirds of the 
members of a cartel made an application to that effect 
The government could also make changes in cartel 
agreement if such changes were found necessary in the 
national interests. Among the recent legislation this 
is the most comprehensive law which gives power to 
the government to intervene in industries. After it 
was passed, the law was applied to nearly twenty-two 
industries. 

When the law was passed it was not thought that 
it would become an instrument in the hands of the 
government for detailed intervention. So long as the 
influence of business men on the government was 
sufficiently great, there was little opposition to its 
policy. But gradually the influence of the Army and 
Navy on the government increased and they desired 
to banish all liberal tendencies in economic activity 
and to oiganize the economy of the country on a 
quasi-war-time basis (Junsenji Keizai). For this 
purpose the Staple Industries Control Act proved use- 
ful and governmental intervention in industry rapidly 
increased. The old family groups ( Zaibatsu ) resent- 
ed this intervention of the government but there was 
another group of industrialists ( New Zaibatsu ) " 
interested in war industries which supported the 
government policy and encouraged it to go ahead with 
it. In 1934 a law was also passed for the establish- 
ment of the Japan Iron Manufacturing Company to 
take over s x private concerns and the state’s Yaw^ta 
» Works. Eighty-thiee per cent, of its capital is held 
bv the government and the company controls 80% 
of pig iron and 50% of steel production of the countiy. 
By the Petroleum Industry Law of 1934, the govern- 
ment brought under its control the petroleum industry 
and trade. Foreign companies engaged in this trade 
were required to hold certain stocks in the country. 
In 1936 the government assumed control ovei* ship*' 
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ping under the Shipping Route Control Law. The 
policy of the government was clear. It was to pre- 
pare the country for war. Thus in recent years in- 
dustries have been subjected to a strict governmental 
control though not without opposition. 

The Cotton Textile Industry 

The cotton textile industry is the leading industry 
of Japan. Cotton textile exports account for nearly 
one-fourth of the total exports. Japan is the second 
largest consumer of cotton in the world and comes 
next to U. S. A. It has a special interest to the Indian 
reader because of its competition with the equally 
great cotton textile industry of India. A discussion 
of the growth of this industry in more details would 
not, therefore, be out of place. 

The hand-spinning and hand-weaving industry 
existed in Japan for hundreds of years before the 
Meiji Restoration. But it was in the primitive stage. 
Western machinery was first introduced for spinning 
in 1859 by Prince Shimazu of Satsuma. A spinning 
mill with 3,600 spindles started working in 1863. 
Very soon another mill with 2,000 spindles was 
• established by him which actually started working in 
1870. Thus the modern industry had already appear- 
ed in Japan before the Meiji Restoration. 

After the Meiji Restoration the progress of the 
industry was steady and continuous. There are four 
well-marked periods in this progress : (1) 1868 to 
1885, the period of experiments in which the mills 
were generally of small size and mostly run by the 
•government or with its aid ; (2) 1885 to 1893 were 
years of economic consolidation in which the currency 
was stabilised and banking was developed ; the spin- 
ning mills were transferred to private enterprise and 
the industry was able to export on a small i^ale but 
its importance from this point of view was not great ; 
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it was not even able to supply the entire home mar- 
ket ; (3) 1894 to 1914 was a period of quick develop- 
ment ; the two wars — the Sino-Japanese and the 
Russo-Japanese — gave a stimulus to the groyrth of the 
industry ; duties on imported cotton and exported 
cotton yarn were removed and Japan emerged as an 
exporter of cotton yarn and tissues to the Eastern 
markets ; the expansion of the industry was made 
possible because of the readiness of foreigners to lend 
capital to Japan ; (4) 1914 onwards has been a perJod 
of phenomenal progress with occasional setbacks as 
in the years of post-war depression and the first two 
years of the great depression of 1929. The initial 
'mpclns to th’s progress was supplied by the last war 
v/hon Japan was in a position to exploit the Eastern 
markets ; the second wave of progress started after 
Japan left the gold standard in December, 1931 and 
cont nucd right upto the beginning of the second 
Sino-Japanese war. The following table will show the 
progress of the mill industry from period to period : 

Number of Mills, Spindles and Output 


Year 

Number 
of Spin- 
ning and 
Weaving 
Mills 

Number 
of Spin- 
dles 
(In mil- 
lions) 

Number 
of Looms 
(1000> 

Output of 
Yarn 
(Bales) 

(In mil- 
lions) 

Cotton 
Cloth 
(In million 
yards) 

18S5 

20 

.6 

— 



1895 

40 

.4 


— 


1908 

51 

1.3 

11 

.8 

147.4 

1913 

152 

2.4 

26 

1.5 

416.7 

1923 

241 

4.4 

61 

2.1 

1000.0 

1930 

263 

7.2 

79 

2.5 

1388.4 

1934 

275 

9.5 

91* 

3.4 

1793.8 


* These are the looms owned by the spinning companies. 
They constitute only 25% of the total looms. According tq 
the Ministry of Commerce and Industry, the cotton textile 
industry employed in 1934 a total of 376,704 looms. The 
great, bulk of looms are employed by small factories with 
less ?han 10 looms each. *' 
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The above table shows that the progress of the 
industry was rapid after the Russo-Japanese War and 
the Great War. But here is a distinct difference in 
the trencte of development in these two periods. 
Between 1908 and 1913 while the number of mills 
increased three times the spindles and looms increased 
by only two times. In the next period while the 
number of mills increased by 80 per cent, the increase 
in spindles and looms was nearly 40 per cent, and 350 
per cent, respectively. Thus the tendency before the 
war was for the multiplication of small mills ; in the 
post-war period the average umt was larger. The 
post-war tendency is explained by the fact that in 
recent years Japan has been required to cut down her 
costs of production and ohe way of doing it is by 
increasing the unit to a size which gives progressively 
decreasing costs of production. 

Another aspect of the development is the finan- 
cial position of the mills. The spinning side of the 
industry is highly concentrated in the hands of a few 
big firms which are united together in an effective 
cartel, the Japan Cotton Spinners’ Association. In 
weaving, however, there are a large number of small 
factories and a few big ones joined to the spinning 
mills. The latter are under the control of the Japan 
Cotton Spinners’ Association ; the former are under 
the control of the Japan Federation of Export Cotton 
Tissue Trade Associations and the Japan Federation of 
Cotton Tissue Manufacturers’ Associations. This lat- 
ter body has a larger control over the small and 
medium-sized factories. In the spinning branch about 
ten companies control about 85 per cent, of spindles 
and 88 per cent, of yarn output. . It is possible, there- 
fore, to show the financial success of these ter^ compa- 
nies. • 
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Capital and Profits of the Cotton Companies* 

(Leading Ten Cotton Companies) 

(In million yen) 



1913 

1923 

1933 

1934 

Paid-up Capital 

162.3 

319.0 

237.5 

256.7 

Reserve fund 

139.0 

217.2 

218.7 

229.1 

Net profits 

128.6 

60.2 

70.9 

82.2 

Amount of dividends 

76.8 

59.4 

43.8 

.41.5 

Average rate of 





dividends 

51% 

19% 

48% 

50.7% 

The above table 

shows that the 

average ' 

capital 


of the cotton companies mcreased from 16.2 million 
yen in 1913 to 31.9 million yen in 1923 because of the 
extensions undertaken during the war. It declined 
thereafter to an average of 23.7 million yen by 1930 
as in this period the capital was reduced because of 
the losses suffered during the years of depression. 
The average again shows a rise to 25.6 million yen m 
1934 and mdicates the expenditure undertaken on 
rationalization. Another feature brought out by the 
above table is the sound policy of building up reserves. 
Durmg the years 1923-1930 however the amount of 
reserves remained steady. In these years, therefore, 
they reorganized their plants by expenditure from 
current profits. Further to-day the reserves amoimt 
to nearly the same amount as the paid-up capital. 
The industry, therefore, is well provided against con- 
tingencies. Lastly, the companies have been able to 
pay handsome dividends and maintam them except 
in the years of post-war depression. On the whole 
the position of these companies is financially sound. ‘ 
The cotton industry has made such a rapid pro- 
gress that it has ousted England from her former 
markets and bids fair to occupy the premier positton 

• Uyeh^ra, the Industary and Trade of Japan, p. 82. * 
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in the international trade in cotton textiles. It is 
these exports that have shaken the Western industrial 
nations and created panic among them about Japanese 
competition. The nature and the size of exports is 
shown by the following figures. 

Exports of Cotton Yarn and Cloth 
( In million yen ) 

' . Yarn Cloth Total Percentage of Total 

Exports 


1913 70.9 33.6 104.5 16.5 

1923 . 78.5 234.7 313.2 19.1 

1930 15.0 272.1 287.1 19.4 

1931 8.5 198.7 207.2 18.6 

1932 21.5 288.7 319.2 22.0 

1933 15.7 283.2 398.9 21.4 

1934 23.4 492.3 515.7 23.7 


The first point that is striking about the above 
figures is the decline in the importance of cotton yarn 
exports and the increase in that of exports of cloth. 
It is a characteristic common to all the countries which 
have developed the cotton textile industry that in the 
beginning exports of yarn predominate over those of 
• cloth but gradually they are replaced by the exports 
of the latter. The value of total cotton exports has 
been continuously increasing excepting in the first 
year of the last great depression, "l^at is surprising, 
however, is that there has been a phenomenal growth 
m the exports in the last three years under review 
each breaking the previous record. This has been 
largely due to the rationalization of the industry 
•undertaken in the previous years and partly to im- 
proved marketing and partly, of course, to the depre- 
ciation of yen. 

It has been already said that the industry to-day 
occupies not only a pre-eminent position in J^an but 
also ift the world. Though from the point of view 
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of spindles and looms other countries may be ahead of 
her, from the point of view of consumption of cotton 
which is the best criterion of judging the progress of 
a country, she ranks only second to the U. S. A. The 
following table shows the international position of the 
Japanese cotton textile industry.* 

(Jan. 31, 1936) 



Ring 

spindles 

(1000) 

Mule 

spindles 

(1000) 

Total 

(1000) 

Consumption 
of raw cotton Looms 
(1000 bales) 

Great Britain 

11.045 

31.262 

42.507 

2.6C4 

560,153 

U. S. A. 

28,640 

400 

29,040 

5,651 

608,615 

France 

7,588 

2,428 

10,016 

1,109 

608,815 

Germany 

6.846 

3,263 

10,109 


225,000 

U. S. S. R. 

7,613 

2,187 

9,800 

2,153 

259,000 

British India 

9,090 

596 

9,686 

2,921 

189,040 

Japan 

10,560 

35 

10,595 

3,649 

86343 

ChiDa 

4,952 

0 

4,952 

2,358 

42,596 

Total (includinit 
other countries) 

108,025 

45,021 

153.046 

24,715 

2,991,177 


The above figures show that even with a smaller 
equipment compared with that of Great Britain the 
consumption of cotton is larger. This is no doubt due 
to her superior equipment and methods of production. 
It is known that the bulk of Japanese looms are auto- 
matic and the bulk of her spindles are ring spindles. 
On the contrary in Great Britain the bulk of looms 
are ordinary and the bulk of spindles are mule spind- 
les. Technically the equipment of the British indus- 
try is inferior. In India, however, the bulk of spindles 
are ring spindles but the bulk of looms are ordinary 
ones. Ring spindees and automatic loom? give more 
efficient production than mule spindles and ordinary 
looms. 

* Mitsubishi Economic Bureau, Japanese Trade and Industry, 
p. 236. 
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How could Japan achieve this remarkable success 
in the cotton textile industry in so short a period? A 
simple answer to it will be that the success of Japan 
lies in her ability to sell cheaply at the root of which 
l^e a high degree of integration of the industry and 
rationalisation. The Japanese Cotton Spinners’ As- 
sociation controls nearly 97% of the total spindles and 
50% of the total power looms. The same degree of 
concentration is neither found in England nor in 
India. In recent years the industry like others has 
been thoroughly rationalized by saving in costs on. a 
number, of operations. “ . . . To-day in many fields the 
Japanese manufacturer produces a better article than 
ever, and at a less cost. By the second half of 1932 
Japanese goods m great variety were flooding markets 
all over the world ; and, though the fall in the ex- 
change value of yen was in many cases the chief 
reason for this success, its underlying cause is increased 
efficiency”.* This increase in efficiency was particu- 
larly great in the last decade. But analysing the 
causes into more details, the success of the industr.v 
must be attributed to three factors : (1) a favourable 
difference in the cost of production ; (2) marketing 
facilities ; and (3) technical skill, t 

In the cotton textile industry the cost of produc- 
tion consists of (1) cost of labour, (2) cost- of raw 
cotton, (3) cost of power and (4) other running ex- 
penses. Japan has no advantage over her competitors 
in respect of the second and third factors because her 
resources of both are meagre. She imports nearly all 
the cotton she requires from outside. Her power 
resources except electricity are known to be poor. 
From this it follows that all her advantages lie in the 
fiipst. and the fourth factors. Her chief advantage, 


^ ♦ Asahi, the Secret of Japan's Trade Expansion, p. 19. 
t Uy^^ra, thp Industry and Trade of Japan, p. 86, St seq. 
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however, lies in the cheap labour cost. There are 
some reasons ‘for this low cost of labour. Nearly 60 
per cent, of the labour in the cotton industry is female 
labour between the ages of 14 and 18. These girls 
come from the peasant families in the countryside 
which find that their income is not sufficient to 
maintain all the members. Not burdened with family 
responsibilities, their low wages are adequate to 
maintain themselves. The money wages, however, 
form only a part of the advantages they get. Gene- 
rally they are provided with all conveniences in the 
dormitory system ; but for those who stay outside 
additional allowances are given. It is estimated that 
money wages form only 79 per cent, of the total pay- 
ment ; the remainder consists of welfare and relief. 

Further recently the industry was rationalized 
and a number of processes were simplified or abolish- 
ed. * The predominance of the ring spindle and the 
automatic loom also helps the worker to produce more 
efficiently. Consequently a girl spinner looks after 300 
to 400 spindles and sometimes even 600 spindles. The 
introduction of automatic looms has greatly reduced 
the number of operatives in the weaving side. A 
Japanese girl can look after 3040 automatic looms 
and 8 ordinary ones. It is said that even 60 ^ooms 
can be looked after bv a gill but at present this has 
not been found practicable.* As against this record, 
m India a male worker generally looks after 220 
spindles and two looms. Recently, however, the 
Indian mills have also undertaken rationalization and 
some workers are known to be looking after more 
spindles and more looms, t But this tendency is not 

• For details of technical changes, see Asahi, The Secret of 
Japan’s Trade Expansion, pp. 29-31. 

♦ Sir Lallubhai Samaldas, My Impressions of Japan, p. 42. 

t Report of the Textile Labour Enquiry Committee (1940) , 
VoW 11; p. 37. 
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still general. In addition there is one more factor 
favourable to Japan. The mills in Japan work two 
shifts of seventeen hours and the total working hours- 
in a month are 510. In India until recently the double 
shift system was not tried and, therefore, the monthly 
hours wiorked were about 250. The following figures 
show how the efficiency of Japanese labour has affect- 
ed its productivity : 

Reduction in Working Hours and Increase in Annual 
Per Head Production § 



* 

Textile 

Spipning 



Industry 

Industry 


Working 

Per ‘head 

Per head 


hours 

production 

production 


per diem 

( in 1000 yards ) 

( in bales ) 

1922 

11 

18 

12 

1926 

11 

22 

14 

(a) 

10 



1927 

10 

25 

15 

1930 

10 

39 

18 

(b) 

8-30 



1931 

8.30 

49 

20 

1932 

8.30 

50 

22 


These figures prepared by the Social Bureau of 
the Department of Home Affairs clearly show that 
there was a remarkable increase in the efficiency of 
Japanese workers and this was responsible for the 
reduction in the manufacturing costs. An interesting 
comparison was made in an article published in the 
Jndaan Textile Journal ( July, 1933 ) by T. Sasakura, 
Managing Director, the Toyo Poddar Cotton Mills, 
Ltd., between the spinning and weaving charges in 
India and Japan when the competition of the latter 

S The Secret of Japan’s Trade Expansion, p^ 26; (a) 

& (bf indicate reductions in working hours. 
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with the former was most serious in 1933. The follow- 
ing tables will show the difference in the weaving 
and spinning costs between the two countries and the 
munber of workers required in the weaving side: 

Spinning Charges per Spindle per Day 
(In pies : exchange rate 100 yen=83 Rupees) 



Bombay 

Upcountry 

Japanese 

Bombay 


average 

mills 

mills 

mills 

Rationalized 

mills 

Wages 

5.04 

3.86 

1.57 

4.25 

Power 

1.87 

2.25 

1.09 

1.30 

Store 

1.16 

129 

0.44 

0 75 

Miscellaneous 1.90 

2.56 

1.28 

0.55 


■■ . 

■■ 

- 1 -^ 

- , . 1 ^ 

Total 

9.97 9.96 4.38 

Weaving Charges per 100 Looms per Day 
(In rupees: exchange 100 yen = 83 Rupees) 

6 85 

Wages 

165 

132 

43 

111 

Power 

34 

29 

6 

15 

Store 

36 

39 

18 

45 

Miscellaneoui 

1 29 

45 

27 

11 


- -■ 

■ ■■■ 


— - - 


264 

245 

94 

182 


Mill Hands employed per 100 Looms 
Japanese Rationalized Mills Bombay Rationalized Mills 


1930 

26 

94 

1931 

22 

89 

1932 

20 

88 

1933 

18 

6) 


The above figures calculated by one who is con- 
versant with the working of mills in India and Japan 
show the vast difference in the manufacturing cost^ 
between the two countries. The most striking feature 
of the difference between the two industries is the 
comparatively low cost of labour in the total cost in 
Japan. ,.The advantage which Japan enjoys inij other 
respects is not very great. The third table alfio brir^ 
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out hiow the automatic loom makes a difference in the 
total number of workers required to look after 100 
looms. The last Report of the Textile Labour Enquiry 
Committee writes that the Indian mills are rationaliz- 
ing in recent times. If that is so the above figures 
show how much ground the Indian mills have still to 
cover. 

A similar comparison between the total manu- 
facturing costs for certain goods between the Japan- 
ese and Lancashire industries has been made by Mr. 
Barnard Ellinger whose findings are given below 

" Comparison of Japanese and Lancashire Costs 



Dragon C 

Soldier 

2 Geese 

Tiger in 


(Pence pet piece) 



Bamboo 


U.K. Japan 

U.K, Japan 

U.K. 

Japan 

U.K. 

Japan 

Raw cotton 

63.5 63.5 

b 

b 

56.0 

56.0 

42.5 

42.5 

Labour cost 

27.9 9,0 

35.2 14.4 

25.5 

9.2 

23.0 

9.8 

Other costs 

25.0 22,5 

29.2 26.7 

25.5 

21.8 

19.9 

18.<> 

Total 

116.4 95.9 

136,4 113.1 

107.0 

67.0 

85.3 

71.1 

Per cent of 







of Japanese 







cost 

121.4 

120.6 

123.0 

120.2 


The above table again remarkably brings out the 
same fact that the chief advantage enjoyed by Japan 
is in respect of labour costs. 

In the marketing of cotton goods the position of 
the industry is again superior to its competitors. The 
centralised control over the industry in its spinning 
and weaving branches, facilitates an efficient market- 
^ing of goods in foreign countries. Thus the Japanese 
*Cotton Spinners’ Association has played a very great 
part in the commercial treaties that have been con- 
cluded with foreign countries. On the other hand the 

* Hubbard, Eastern Industrialisation and Its effect on 
■ W€«t.^p, 124. 
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Japan Federation of Cotton Tissue Manufacturers* 
Associations and the Japan Federation of Exp^ 
Cotton Tissue Trade Associations generally supervise 
production and marketing of textiles. No goods are 
allowed to be exported unless they conform to given 
standards. In addition her banks and shipping com- 
panies give the industry all the facilities necessary 
for undertaking exports even to distant lands. The 
latter being subsidised offers usually cheap freights. 
The consular service of Japan is also very efficient 
and supplies information to the industry about style, 
quality and price of goods likely to appeal to the 
people of different countries. 

As regards the technical aspect of the industry, 
it may be said that generally the manufacturer’s atti- 
tude has been to keep the industry up-to-date. Hence 
new inventions constantly replace old plant which 
has become obsolete. They have also paid great 
attention to industrial research without which in this 
age of competition no industry can hope to enjoy 
growing prosperity. The invention of the automatic 
loom is a Japanese achievement and its importance 
can be realised from the fact that the patent rights were , 
purchased by Platt Brothers for one million yen.* 
The effect of technical improvements has been reflect- 
ed in the consumption of cotton. In 1933 while the 
per spindle consumption of cotton in Lancashire was 
26.9 lbs., in Japan it was 174.4 lbs. An allowance, 
however, must be made for the idle spindles and 
shorter hours of working in Lancashire. 

To return again to the point of comparison* 
between India and Japan, after taking into considera- 
tion all costs upto landing goods in India including -the 
highest import duty of 75% levied here on the Japan- 
ese imports in 1933, the final price roughly works out 

' — ^ - ’’I t- * — p— 

* Sir Lalubhai Samaldas, My Impressions of Japan, pp. 62-i^ 
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^ follows I* 

Raw cotton 

Spinning 

Weaving 


Bombay Cloth 
43% 
22 % 
35% 


Japanese Cloth 
39.81% 
11 . 00 % 
11 . 66 % 


100 % 

Freight etc. @ 5% 

• Duty ,§) 75% 


62.47% 

3.59% 

49.19% 


114.78% 

* 

Thus the heavy import duty counterbalanced the 
difference in the costs of manufacture in the two 
countries and gave an advantage to Bombay mills 
of only 14.78%. But it was not expected that this 
heavy import duty would be continued for long to the 
detriment of the consumer. The alternative for the 
Indian mills was to take in hand rationalization mea- 
sures and reduce the costs of manufacture. One sees 
no reason why the government should not make it a 
condition of protection that the Indian mills must 
undertake measures for increasing efficiency. So long 
as the Indian market is reserved, the Indian manu- 
facturers will have no incentive to rationalize. Even 
after crores of rupees are transferred from the con- 
sumers’ pockets to those of the manufactures the 
industry will have made no progress. This state of 
affairs requires to be remedied. And if the Govern- 
ment of India makes a departure from its traditional 
policy, it will not be novel. When the Iron and Steel 
industry was given protection in England in 1932, one 
•of its conditions was that the industry would forth- 
with take measures for rationalization . The Indian 
government and cotton manufacturers have a great 
lesson to learn from Japan. 

♦ Th(» Ifndian Textile Journal, July, 1933, 


1 
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There are however two great problems that feed ' 
the Japanese cotton industry as regards the future. 
Firstly, the Japanese textile goods like others are 
being penalised in foreign countries by the increase in 
import duties. The Japanese government, however, is 
trying its best to open alternative markets by attempts 
to enter into commercial agreements. Secondly, the 
industry is too much dependent on foreign countries 
for supplies of raw cotton. This question of raw 
cotton is also being tackled by encouraging its cultiva- 
tion in the colonies, particularly Chosen and Man- 
churia. It is proposed to extend cultivation of cotton 
by 500,000 cho and 300,000 cho over a period of 20 
years in these two countries respectively. 


Chapter XXIV 

RAILWAYS, SHIPPING & FOREIGN TRADE 
Railways 

Before the Meiji Restoration the means of trans- ' 
port in Japan were very backward. The principal 
modes of transport were the sedan chair, the pack 
horse and the man-drawn cart. Heavy goods were " 
generally carried in ships along ihe coast. Hence the 
towns along the coast were more developed than the 
interior places. There was not a single mile of rail- 
way in Japan. The Meiji government realised that 
from the political, economic and military point of 
view the improvement of transport required imme- 
diate and urgent attention. To make the authoritv 
of the central government effective in distant regions,” . 
to improve the economic organization of the country 
and to defend Japan against foreign aggression, it vas > 
necessary to build railways immediately. 

The^ government decided to build a railway line ' ■ 
connecting the most important cities of Tol^, 'YoImk • 



481 . 


RMlways, Shijffing & Foreign Trade 

hama, Osaka, Kobe and Kyoto. But private capital 
was not ready to undertake the enterprise. It was, 
therefore, necessary for the government to undertake 
the work itself, but it did not possess the necessary 
capital. Through the good offices of an Englishman 
the government arranged for a loan of one million 
pounds in London. The services of English techni- 
cians were also used in the construction of the early 
lines. In 1872 the first railway line of 28.9 kilometers 
was opened for traffic between Tokyo and Yokohama. 
It was followed in 1874 by the Osaka-Kobe line of 32.1 
kilomers which was extended to Kyoto in 1877. These 
lines were the nucleus of the present Tokaido line 
running between Tokyo and Kobe, via Kyoto and 
Osaka covering a distance of 611.4 kilometers. In 1878 
the government again made an attempt to interest 
private enterprise in railway construction but failed. 
It continued, therefore, the work of construction from 
the loan it raised in the country. But after this loan 
was exhausted, again an attempt was made to encour- 
age private railways ; this time it succeeded and in 
1881 the Nihon Railway Company was organized as a 
ioint stock company with a capital of 20,000,000 yen. 
The government aided this Company with land and a 
• guarantee of interest of 8% on capital f(9t varying 
periods. In return the government obtained a con- 
trol over the management of the company. The 
government also had the option of purchasing the 
. lines at' the end of a specified period. 

The Nihon Railway Company worked very 
successfully and, therefore, set an example, for the 
i^hy private capital to come out. In the next ten 
years, 15 more companies were started and the gua- 
rantee of interest given to them ranged from 4 to 8 
per bent. Until 1906 the new additions were mainly 
undertaken by private enterprise. At the end of 1905 
the op©ra|ing length of government and privafe lines 
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was 2,413 and 5,232 kilometers respectively, Tam 
nearly two-thirds of the railway mileage belonged to 
private companies. 

But the rapid expansion of railways had led to 
many defects. There was no planning of railway lines 
and many uneconomic lines were built. In the end 
they came into financial difficulties. There was also 
no un'formity in services. All these defects were 
magnified during the Russo-Japanese war. In 1906, 
therefore, with the approval of the Diet, the govern- 
ment pur<-hased 17 private lines totalling 4,547 kilo- 
meters. The purchase price was fixed at twenty 
times the average profit during the previous six half- 
yearly periods. The funds necessary for the pur- 
chase were raised by the issue of domestic bonds. 
Since 1906 the ma n railway system of Japan is under 
the control of Ihe state. It has been able to improve 
the service, construct railway lines which would not 
be built by private enterprise and reduce passenger 
fares and goods rates. The total capital of the state 
railways in 1934 was 3,800 million yen. The net 
return on this capital has been about 5%. It was, 
however, lower during the years of the depression of 
1929-33. The following figures show the return on^ 
cnpilal m' recent years : 


(Per cent.) 


1928 

93 

19.32 

3.5 

1929 

7.5 

1933 

4.9 

1930 

4.6 

1934 

5.3 

1931 

4.1 




Thougli the government took over the main rail- 
way system in 1906 and continued to construct the 
trunk and strategic lines, the construction ojf feeder 
lines vjas left to private companies. For somp years . 
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after 1906 private enterprise was discouraged, but 
from 1912 the government offered subsxdies on pri- 
vate construction. Thus private companies construct- 
ting local lines were offered an annual subsidy equal 
to five-hundredth part of the expenses of construction 
for a period of ten years. Private companies took 
advantage of this facility and in 1916, 59 companies 
received subsidies amounting to 947,000 ydn ; in 1930, 
102 companies received a subsidy of 7,500,000 yen ; 
and in 1934, 107 companies received a subsidy of 
7,000,000 yen. In 1921 the government also passed a 
law to render construction of railway lines by private 
companies easy. In 1933 theie were 357 private com- 
panies owning mainly feedier lines. Their total capi- 
tal was about ^1,360 million yen. Thus to-day the 
trunk lines are owned by 'the government and the 
feeder lines by the private companies. The following 
statistics show the growth of railways in Japan from 
period to period : 

State Railways Local Railways 


1873-74 

29 


1902-03 

1,710 

4,845 

1907-08 

7,152 

717 

1912-13 

8,396 

1,289 

1924-25 

12,612 

4,596 

1935-36 

17,030 

7,097 


An interesting feature of the Japanese railways is 
that unlike many other countries the receipts from 
passenger traffic are larger than those from goods 
traffic. This is partly due to the fact that coastal ship- 
-ping plays a large part in the movement of goods. 
This is possible in the case of Japan because she 
pos^sses adequate shipping and good harbours. It is 
also partly accounted for by the poor raw material and 
, mineral resources of Japan. The most important 
. goods transported by rail are coal, timber, ftce and 
gravel, manure and mineral products 
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The following statistics show the income of railways 
from the two sources in recent years 

Revenue of State and Local Railways. 


Passenger Goods 
(In million yen) 


1923-24 

287.7 

196.9 

1924-25 

301.4 

217.3 

1925-26 

308.0 

223.3 

1926-27 

315.5 

243.7 

1927-28 

327.5 

242.2 

1928-29 

346.9 

250.8 

1929-30 

348.8 

246.7 

1930-31 

. 322.4 

208.9 

1931-32 

304.1 

198.3 

1932-33 

296.0 

196.6 


The above table clearly shows that the receipts 
from passenger traffic have been larger than those 
from goods traffic. It also shows that the depression 
of 1930 affected the railway traffic and income on both 
accounts showed a considerable decline. The position 
of railways, however, improved after 1933 with the 
rapid growth of business in subsequent years. This 
revival is also reflected in the improvement of return 
on capital on the state railways given above. 

Shipping 

For nearly two hundred years before the Meiji 
Restoration the building of ships of over 100 tons 
was prohibited so that the Japanese sailors might not 
have contact with foreign countries. They had, there- 
fore, very little knowledge of the construction of 
modern ships or the art of navigation. But with the 
visits of foreigners to Japan in the middle of the 
nineteenth century, the weakness of the country in 
sea power was made manifest. Between 1845 and 1853, 

■ ■■ ■ , , .. t - — 1 ■ 

* Financial and Economic Annual of Japan (1934) p. 
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therefore, the Lord of Satsuma secretly constructed 
vessels of modern type in his territory. When Com- 
modore Perry paid a visit in 1853, the Shogun also 
realised the need for removing the restriction on the 
construction of larger vessels for the purposes of the 
defence *of the country. In 1853, therefore, the res- 
trictions placed in the seventeenth century were 
removed and thus permission was given to construct 
ships of a larger size. The Shogun himself encouraged 
the building of modern vessels. Between 1854 and 
1859 the Shogunate constructed a shipyard and started 
a navigation school at Akkura in the Nagasaki prefect 
ture. Twenty-two Dutchmen were employed as 
teachers. The construction of another shipyard was 
started at Yokosuke near the entrance to Tokyo. 
Thus before the Meiji Restoration, a beginning was 
made in the establishment of a shipbuilding industry, 
but its real development started after 1868. 

The Meiji government realised the importance of 
developing the shipbuilding industry and the mer- 
cantile marine for the defence and foreign trade of the 
country. It continued the policy of constructing ship- 
yards. The construction of a shipyard begun at Yoko- 
suke by the Shogun government was completed in 
1874 and in the same year the construction of another 
shipyard at Nagasaki was be^n. The ships construct- 
ed in these shipyards in the early years were usually 
small. There was also dearth of technicians and 
materials and the knowledge of construction was still 
in* its infancy. The Japanese mercantile marine, 
therefore, had to depend on the purchase of foreign 
vessels. The first large steamer (Constructed in 1898 
was of 6000 tons only. In view of this slow progress 
and* the need for larger and more vessels felt during 
the Sino- Japanese war, in 1896 the government passed 
the Shijjbuilding Encouragement Law which pro- 
vided for the payment of a bounty on iron and steel 

• 3 

I ‘ 

fr.. 
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vessels of more than 700 gross tons constructed in thfe ^ 
Japanese shipyards. In addition to this direct aidii , 
the encouragement given to the Japanese mercantile 
marine had an indirect effect on the industry. Conse- 
quently to-day there are about 300 shipyards in 
Japan. Of these 7 or 8 are capable of constructing 
large modern ships. 

The mercantile marine of Japan which to-day 
occupies the third place among the countries of the 
world was no doubt encouraged by the government, 
but wars and the growth of Japan’s foreign trade have 
played not an inconspicuous part in its development. 
The shipp ng policy of the government which has play- 
ed a direct part in its develpment has passed through 
three phasehs : (1) 1868-95, the period of inception ; (2) 
1896-1909. the period of general assistance; and (3) 
1909 to the present time, the period of subsidization 
of important shipping serv ces and the plans for the 
improvement of the quality of the mercantile marine. 

The first act of the Meiji government in the direc- 
tion of encouraging the growth of merchantile marine 
wa.s the pass ng of the Mercantile Marine Law in 1870. 
The first shipping company that was organised under < 
it and partly managed by the government was the , 
Kaiso Kaisha registered in 1870. Two years later the 
company was subsidized by the government and was 
named the Nipponkoku Yubin Kisen Kaisha. Very 
soon a number of companies were started among 
which the most important one to be organised was 
the Mitsubishi Kisen Kaisha which was given a sub- 
sidy from September 15,1875. This company remalni» 
ed outstanding until in 1883 three small companies 
were amalgamated under the control of the goypm- 
ment to break the monopoly of the Mitsubishi com- ; 
pany. The amalgamated company was called the .. 
Kiodo ^nyu Kaisha. It started with a capital of 
million yen of which 2 million yen were contxibulji^^v 
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by the government. Next year the Osaka Shosen 
I^isha was organized by many shipowners of Osaka. 
In 1885 the Mitsubishi Kaisha and the Kiodo Unyu 
Kaisha which were competing with each other very 
severely were finally amalgamated as the Nippon 
Yusen Kaisha ( the Japanese Mail Steamship Com- 
pany). It is the largest shipping company of Japan 
to-day. It started with a capital of 11 million yen. 
It was given a subsidy of 880,000 yen per year until 
1900. Until this company was formed, the smaller 
shipping companies generally plied between Japan, 
China and Korea. But this company ventured upon 
longer Voyages and its first long route was to Bombay^ 
During the Sino- Japanese war the existing shipping 
was found to be inadequate and, therefore, was sup- 
plemented by purchase of foreign vessels. In 1895 
Japan possessed 147 steamships with a total tonnage 
of 164,454. 

PVom the experience of the Sino- Japanese war 
the government decided to encourage directly the 
shipbuilding industry and the mercantile marine. In 
1896 the government passed two laws, the Shipbuild- 
ing Encouragement Law already mentioned and the 
Shipping Subsidy Law. Acceding to the provisions of 
• the second law, the government offered a subsidy to 
every Japanese shipowner of steel vessels of not less 
than 1000 tons. Encouraged by this law a number of 
■ shipping companies started to open lines to various 
Westei’n and Eastern countries. The shipbuilding 
' Industry was also greatly stimulated. Like the S no- 
Japanese war, the Russo-Japanese war also gave a 
fillip to shipping development and in 1906 Japan 
{Possessed 2,003 steamships with a total tonnage of 
1,M6,945. The subsidy given b}" the government 
between 1896 and 1907 amounted to 17 million yen. 
This large subsidy and the two wars were no doubt 
- responsible for the rapid growth of the mejrcantile 
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marine in the first decade after the introduction of th^ 
two laws in 1896. 

As the burden of the general subsidy under th# 
law of 1896 was found to be too heavy, in 1909 the 
Ocean Service Subvention Law was passed which 
limited the scope of subsidy. It restricted subsidy to 
steamships of more than 3,000 tons and less thari 
fifteen years old which were plying on European, 
North American and Australian routes. This discri- 
mination was partly meant to improve the quality of 
the Japanese shipping. On the eve of the Great War 
Japan had 3,286 steamships with a total tonnage of 
1,528,000. During the war the Japanese shipping and 
foreign trade were stimulated because of the favour- 
able position of Japan in the Eastern hemisphere. Her 
mercantile marine, therefore, established its hold on 
distant shipping lines. The Japanese ships visited 
nearly all countries in spite of the danger of enemy 
action. The shipbuilding industry at home was also 
stimulated because of the resulting prosperity of ship- 
ping. At the end of the war in 1918, Japan possessed 
4,755 steamships with a total tonnage of 2,337,000. 

During the postwar years, the Japanese shipping 
hke that of other countries was faced with a depres- ; 
Sion. In spite of the total loss of 11.8 million tons of 
shipping, due to enemy action during the war, the 
replacements were quick being encouraged by govern- 
ments. The total tonnage of the world in the imme- 
diate post-war years was very much bigger than 
before it. But the international trade of the world 
showed slow recovery. After the depression of 1929 it 
show'ed a more steep decline. The world shipping, 
was, therefore, very much larger than required 
every country was faced with the problem of idle tort- 
nage. In Japan an attempt was made to reduce inter- 
nal competition by bringing about agreement among 
competftig companies regarding charges, but none of 
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. the agreements succeeded and the idle tonnage of the 
Wuntry increased from 90,000 in 1923 to 182,000 in 
1933. The quality of Japanese shipping also suffered 
in these years as many of the ships were more than 
25 years old. The shipbuilding industry at home "also 
coffered from a state of depression. In October, 1932, 
.'i&erefore, the government introduced a “scrap and 
fcuild” plan. Accordingly old vessels of more than 
1000 tons and of more than 25 years old were to be 
broken up and new modern vessels were to be con- 
structed. The total tonnage of old vessels to be so 
broken- up and of the new vessels to be constructed 
was to be 400,000 and 200,000 respectively. The plan 
was assisted by the government which offered a sub- 
sidy of 11 million yen spread over three years. The 
plan was successful as expected. By April, 1935 
vessels of 399,240 tons were scrapped and new ships 
with an aggregate tonnage of 198,989 were construct^. 
In view of the success of this plan, in April, 1934 a 
second plan was announced to be completed in one 
year’s time. The total tonnage of vessels to be built 
was to be 50,000. The total subsidy offered amounted 
to 1,500,000 yen. As the scrap and build plans were 
likely to lead to some unemployment of crews, to 
* provide work for the Japanese sailors it was ordered 
by the government that crews of foreign na.tionality 
were not to be employed. The foregoing brief des- 
cription of the growth of the Japanese shipping shows 
that it owes its present position to the encouragement 
given by the government. The following statistics 
show the progress of the Japanese shipping from time 
to time and its present position in the world : 

Total Number and Tonnage of Japanese Vessels. 

(At end of year) 

Number Gross tons 

35 24,997 , 

252 107,808 


1870 

.1987 
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Number 

Gross tons 

1907 

1,592 

1,112,937 

1914 

2,331 

1,853,425 

1919 

3,040 

3,005,550 

1931 

3,726 

4,331,685 

1933 

3,683 

4,162,703 

1935 

4,036 

4,169,7' 2 


Tonnage of the Principal Maritime Countries 
(June 1935) 

(1000 gross tons) 

Great Britain including France 2,989 

dominions 20,286 Italy 2,838 

U. S. A. 12,145 Netherlands 2,544 

Japan 4,086 Sweden 1,541 

Norway 3,967 Total (incl. other 

Germany 3,693 countries) 63,727 

The first table gives the progress of the Japanese 
shipping which includes the vessels belonging to her 
colonies. In the last year mentioned, Japan proper 
possessed 3,469 vessels with total gross tonnage of 
3,863,041. The figures also refer to only steam and 
motor vessels. The number of sailing vessels in the 
last year mentioned was 16,668 of 951,981 gross tons. 
In recent years the progress of steam and motor vessels 
has been very rapid. The second table shows that 
Japan ranks third in the world, but there is a vast 
difference m the position of the first two countries 
and Japan. On the other hand her tonnage is very 
nearly equal to that of many other countries. But all 
the same her progress to the present position in spite 
of adverse factors, particularly lack of raw materials, 
must be regarded as praiseworthy. It indicates how 
a nation can overcome odds in its economic develop-, 
ment provided there is a desire to achieve solid results. 

Foreign Trade 

The foreign trade of Japan like that of England 
vital to her economy. The progress of indu^riaUiMi^ 
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tion depends on her ability to expand it. The modem 
ilidustries that have recently developed in Japan 
depend on foreign trade either for the supply of raw 
materials or for markets for their manufactured goods 
or both. The importance of foreign trade from the 
point of raw material supplies can be seen from the 
dependence of her industries on foreign sources. 
According to the factory statistics of the Department 
of Commerce for 1932 the total lof raw material con- 
sumpt-on in industrial production was valued at 
3,414,000,000 yen ; of this nearly 1,040,000,000 yen 
worth of raw materials or semi-manufactured goods, 
meant for further manufacture were imported from 
foreign countries, i.e., about 30% of the total consump- 
tion. Thus she is dependent on foreign countries for 
the supply of vital raw materials she does not possess. 
Her wealmess in this respect would become more clear 
from the position of some of her industries. The 
cotton spinning industry imports nearly all its raw 
materials from outside ; and the woollen industry 
imports nearly 75%. The iron and steel industry, one 
of the vital basic industries, imports over 90% of iron 
ore and 50% of pig iron. Her engineering industry 
• also imports large quantities of machine tools which 
she cannot manufacture at home. Hence the Achilles' 
heel of the Japanese economy is her poor raw- material 
position. 

Similarly the industries of Japan depend on 
foreign markets for the sale of their goods. Her home 
market is very small. Thus her silk industry which 

e )ssesses all the raw materials at home depends — at 
ast it did so until recently — on foreign markets for 
' the sale of nearly 82% of its output, or, calculated in 
terms of value, for nearly 88% of its value. The 
? remaining 18% of the production is used in the produc- 
of silk tissues of which one-fourth is «old in 
dbuntries. In the same way her other indus- 
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tries are dependent on foreign markets ; nearly 65% 
of the value of cotton goods produced! is realised, by 
sale in foreign countries. She also exports large quart*- 
titles of tea, ceramics, electrical goods, toys, bicycles, 
watches, soaps, etc. In 1933, 21% of the national 
industrial production was exported. Compared with 
other countries, the dependence of Japanese produc- 
tion on foreign tradje s greater ; the percentages of 
other countries are 3.2% (1933) for the United States, 
20% (1930) for Great Britain and 8% (1934) for Ger- 
many. Hence the prosperity of her industries depends 
on their ability to sell in foreign countries. 

In recent years Japan’s foreign trade has assumed 
a new importance to her because of the growing 
pressure of population. Her home supplies of food 
are not adequate to feel the existing population and , 
she has, therefore, to import large quantities of food- 
stuffs from outside. She can pay for them only by 
expoiting more of manufactured goods and by ren- 
dering services. But as the former depend for their 
production on imported raw materials, there is not 
much margin left for her to pay for her imported food. 
She has been, therefore, constantly laced with’4he 
problem of unfavourable balance of trade, A part of * 
it is made good by her invisible exports like shipping 
but the remainder is paid for mainly by foreign loans. 
This makes her trade position vulnerable. 

The growth of foreign trade since the Meiji Res- 
toration can be conveniently divided into five periods. 
The first period lasted from 1868 to 1893. In this 
period the position of Japan was that of a purel;;^ 
agricultural country. Her exports and imports main^^ 
ly consisted of raw matieral and manufactured goods 
respectively. Until 1882 the imports exceeded exports 
and hence there was an unfavourable balance of trad^.' 
Since that year for some time the balance turned in ; 
her favour. The total value of her trade alsfo showi^ 
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a rapid increase, which may be due to the stabilisa- 
tion of her foreign exchange, the establishment of 
banks to finance foreign trade and the adoption of 
western commercial methods. 

The second period which opened with the Sino- 
Japanese war (1894-90) may be regarded to have come 
to an end on the eve of the Great War. In this period 
the foreign trade showed a change in character. 
Exports began to consist more and more of manufac- 
tured goods and imports of raw materials. This 
change^ indicated the gradual change which was com- 
ing-in the Japanese economy. Encouraged by the 
government and protective tariffs, industries were 
rapidly growing in number and their surplus produc- 
tion was being exported to foreign countries. The 
two wars, the Sino-Japanese and the Russo-Japanese, 
also gave a stimulus to their development. The rapid 
growth of import and export trade, therefore, marked 
the beginning of Japan’s career as an exporter of 
manufactured goods. The total foreign trade of Japan 
before the war exceeded slightly the figure of 1000 
million yen. The balance of trade, however, was 
unfavourable for nearly all the years of the period. 

The years* 1914-1919 marked a new epoch in the 
history of Japan’s foreign trade. Unhampered by 
foreign competition, the Japanese industries reaped 
a rich harvest in five years. The value of total foreign 
trade advanced to nearly 4,300 million yen. She also 
enjoyed for these years a favourable balance of trade. 
Measured in terms of per capita trade the growth of 
her trade was nearly three-fold. According to the 
TJepartment of Finance the foreign trade in terms of 
value per head of the population in 1913 and 1919 was 
35.52 and 75.95 yen respectively. This phenomenal 
growth marked out a new career for Japan’s industries 
in foreign markets. % 

Tfie*fourth period beginning with the depression 
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of 1921 lasted up to 1931. In the early years tto 
revival of competition of foreign countries in the 
international markets affected the Japanese industries' 
adversely. The consequent depression was mad0 
worse by the earthquake of 1923 which threw the 
economic structure in chaos. For some time there- 
after trade showed revival. Exports increased because 
of the depreciation of the yen and imports showed an 
increase as large quantities of materials were imported 
to reconstruct the devasted regions. Thus a new 
record level of trade was reached in 1925 when the 
total trade was valued at 4,878 million yen. But the 
revival of trade was more marked in imports for the 
seven years from 1920 to 1927, and the average annual 
adverse balance was in the neighbourhood of 398 
millions. In 1927, however, the recovery was retarded 
by the crisis of that year. Again an attempt was made 
to reorgamze industries by rationalizing them, but 
before they could secure a foothold in foreign mar- 
kets, the depression of 1929 upset the progress. The 
depression in industries became more pronounced next 
year when the embargo on gold placed during the 
war was lifted and the yen was overvalued. To main- 
tain the exchange value of the yen, cijirrency had to be 
deflated. This brpu|jbJt down the price-level and 
added to. the difiiculflfe of the industries which were 
suffering from the severe depression in foreign coun- 
tries. But faced with these difficulties industries 
undertook further rationalization and the elimination 
of unsound concerns. This improvement proved very 
useful after Japan left the gold standard again at thfe 
end of 1931. 


The fifth period, therefore, opened with £re^ 
hopes for the expansion of trade. Encouraged by the 
depreciation of the yen and the government expend!- . 
ture on# armaments, industrial production recorded' 
further progress. The foreign trade of Ja|)ah 1 
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made a remarkable progress in the next four years. 
The inroads made by the Japanese exports in foreign 
markets were so serious that other countries were 
alarmed at their competition. In these years the 
foreign trade of Japan showed a striking contrast with 
the foreign trade of other countries and also with the 
total world trade. While the latter were shrinking, 
the former showed an unprecedented growth. The 
following statistics show the growth of imports and 
exports from period to period ; 

Imports Exports 

(In million yen) 


1868-72 

22.6 

15.7 

1888-93 

72.3 

77.1 

1894-98 

223.0 

139.2 

1909-13 

544.1 

495.6 

1914-16 

628.2 

808.8 

1916-19 

1,625.9 

1,88" .9 

1921-24 

1,985.0 

1,536.2 

1925-27 

2,376.4 

2,114.2 

1928-30 

1,986.2 

1,863.4 

1931-33 

1,528.1 

1,472.6 

1934 

2,282.5 

2,171.9 

1935 . 

2,472.2 

2,499.0 

1936 

2,763.6 

,2,692.9 


It was stated in the last-paf^raph that in the last 
period of the growth of 'foreign trade the share of 
Japan in the world trade showed an advance and her 
foreign trade increased when the international trade 
was shrinking. In 1929 Japan’s percentages in the 
world trade were 2.93 for exports and 2.80 for imports. 
*in 1933 the two respective percentages were 3.13 and 
3.04. Correspondingly the quantum of Japanese ex- 
ports showed a considerable rise though their gold 
value did not show the same trend. The following 
'.indices show the position of the Japanese exports 
compared with world exports : * 
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1930 1931 1932 1933 1934 


Quantum of 


world exports 

100 

Quantum of Japanese 


exports 

100 

Value ( gold ) of 


world exports 

100 

Value (gold) of 


Japanese exports 

100 


92.5 

79.6 

81.2 

83.4 

103.0 

122.0 

135.0 

159.0 

71.5 

48.7 

43.7 

43.0 

77.4 

51.2 

51.6 

53.1 


The foreign trade of Japan as a whole has shown, 
as indicated by the above figures, a surprisingly rapid 
growth. But it shows certain weak features which 
give cause for anxiety. One of these features is the 
continuous excess of imports over exports. From the 
very beginning of her industrial career Japan has 
been faced with the problem of unfavourable balance 
of trade and the need for devising measures to balance 
imports and exports. Between 1868 and 1893 there 
were as many years of unfavourable balance of trade 
as yfevourable ones. Since then until 1936 excepting 
for seven years of which four were the years of the 
Great War, Japan had an unfavourable balance of 
trade. This drawback of her trade is no doubt the 
result of her weakness in raw materials. The follow- 
ing figures sbo\/ the unfavourable balance of trade 
from period to period : 


Period 

1868-1881 

1882-1893 

1894-1914 

1915-1918 

1919-1936 


In million yfflni 
—77.6 
+69.8 
—933.0 
+ 1,408.0 
—3,735.5 


Japan has made an attempt to meet a part of her 
unfavourable balance of trade from the payments re- 
ceived f6r her invisible exports consisting of, receipts 
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*on account of shipping, insurance, profits from Japanese 
enterprises in foreign countries and expenses of tourists 
coming to Japan. In the first period, as the above 
figures show, excepting for 1868 and 1876, the balance 
of trade was unfavourable and its total for the period 
amounted to '77.6 million yen. The excess of imports 
was due to the import of machinery and manufactured 
goods, the first to help the establishment of industries 
and the second to satisfy the demand of the people who 
had recently been brought into contact with the West- 
ern civilizatin. It was also partly due to the high inter- 
nal prices resulting from depreciated currency. The 
unfavourable balance was chiefly met by the export 
of gold and silver which was estimated at 70 million 
yen. In the next period, 1882-1893, Japan had a favour- 
able balance of trade. This must be attributed to the 
stabilisation of currency and exchange and the efforts 
of the government to encourage export trade. She had a 
total favourable balance of trade of 69 million yen, and, 
threfore, gold and silver amounting to 27 million yen 
were imported from foreign countries. With the indus- 
trialisation of the country after 1894, the import of ma- 
chinery, raw matenaJs, and foodstuffs again tipped the 
balance against her. Between 1894 and 1919 the un- 
favourable balance of trade amounted to 933 million 
yen. This amount, however, was met chiefly through 
government borrowing abroad. In this period it is 
estimated that government borrowed in foreign coun- 
tries abo^ 1,800 million yen. In 1914 the amount of 
the government's outstanding foreign loans was esti- 
mated at 1,430 million yen.During the last war, for 
treasons already explained, Japan had a total favourable 
Wlance of trade of 1,408 million yen. A part of this 
iwas used to repay old loans and the remainder was held 
on icredit in foreign countries. Soon after the war the 
;!Milance of trade again went against her. The unfavour- 
balance of trade was the heaviest between 1929 
itfztf* It was occasioned, among other factors, by 

57 * 4 ♦ 
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the high price level prevailing in Japan, by the heavy 
purchases of raw materials made to meet the post-war 
boom and by the import of materials for the reconstruc- 
tion of the devastated regions after the earthquake of 
1923. A part of it was met from her credits in foreign 
countries and the remainder by borrowing and from 
her receipts for invisible exports. Since 1928 the un- 
favourable balance has been considerably reduced and 
she IS trying to meet it by extending her invisible ex- 
ports. The following figures show the unfavourable 
balance of trade in recent years ; 


(In million yen) 


1924 

- 646.3 

1931 

-88.6 

1925 

- 267.0 

1932 

-21.4 

1926 

-332.7 

1933 

-56.1 

1927 

- 186.8 

1934 

- 110.6 

1928 

- 224.3 

1935 

-26.8 

1929 

-67.3 

1936 

-70.7 

1930 

-76.2 




The foreign trade of Japan supplies a good example 
of how the character of trade undergoes a change with 
the industrialisation of a country. Though Japan 
started exporting manufactured goods in the last de- 
cade of the nineteenth century, before the Great War 
she was not in the real sense an industrial country. 
The export trade still consisted of mainly raw materials 
or half-fimshed goods and imports of manufactured 
goods. The war, however, completely changed the 
Japanese economy. Because of the industrial progress 
made in the last three decades, today imports consist 
of nearly 80% of raw materials and exports of nearly 
85% of manufactured and half -finished goods. The* 
character and direction of trade have been also under-- 
going a constant change because of the urgent necessity 
of balancing imports and exports. The following table 
shows the percentage change in the main groups of 
imports : *• * 
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Food, drink, etc. 

Raw materials and 
unfinished goods 
Wholly finished goods 
Others 


1912-14 

1923 

1935 

13.7 

12.6 

7.8 

68.5 

67.7 

80.1 

17.1 

17.7 

11.6 

0.7 

2.0 

0.5 


From the above table the predominance of raw ma- 
terials in the imports is clearly indicated. In 1935 they 
accounted for nearly 80% of the total imports. Of the 
raw material imports, textile raw materials accounted 
for 50% of imports. Cotton alone accounted for 32% 
cf the ‘total imports. The cotton textile industry has 
grown very rapidly but as Japan produces very little 
of the raw material, it has to be imported from outside. 
The value of imports has gfown continuously from 2.2 
milhon yen in 1888 to 233.5 million yen in 1913 and to 
,731.4 million yen in 1934. The chief sources of import 
are the United States, India, China and Egypt. As 
stated before, an attempt is being made to produce 
cotton in Korea and Manchukuo. Even if this suc- 
ceeds, as in the meanwhile population of Japan would 
grow and the home consumption of cotton tissues would 
increase proportionately, it may not be possible for her 
to'reduce the imports of cotton. The cotton industry 
to-day ocupies* a very impoi'tant position in her eco- 
nomy. In addition, with the growth of western habits, 
the consumption of woollen goods has increased in the 
country. The Japanese woollen industry, therefore, 
imports raw wool and woollen yarns in coflsiderable 
quantities from Australia, South Africa and England. 
Other raw materials which she imports are iron ore, 
pig iron, aluminium, lead, zkic, copper, tin, petroleum, 
"chemicals, manures, timber, etc. They are vital to her 
industries and, therefore, she is not in a position to 
reduce their imports. Another item on the import side 
which she cannot dispense with is foodstuffs. In the 
post-war years with a rapid progress of agriculture and 
overproduction in the world, prices of agricultural 
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goods declined seriously. The government, therefore, 
took, certain steps to control imports. Hence this item 
showed a decline in recent years, but again it must be 
stated that as the population grows, the imports may 
increase rather than decrease. Hence there is no pos- 
sibility of the imports of foodstuffs being reduced. The 
third group consists of the manufacturers, mainly tex- 
tiles, machinery and metal manufacturers and chemical 
products. There is some scope for reduction of imports 
in this group. As the industries of Japan grow it niay 
be said that imports in this group may decline but it 
would not be wrong to expect that there would be a 
corresponding rise in raw material imports. 

The import trade, therefore, consisting of raw ma- 
terials is vital to the industrial progress of Japan. Any 
attempt to reduce imports would undermine industrial 
progress. Though recently the government made an 
attempt to control the import trade, it was mainly with 
the motive of securing commercial concessions from 
other countries. If, therefore, Japan has to balance her 
imports and exports, which at least she must attempt 
to do, she must try to expand her export trade. At 
present out of the imported raw materials, cotton alone 
enters the export trade in any considerable amounts dn 
the finished form. From this it follows ’that if the ex- 
port trade is to be expanded to balance imports, other 
industries consuming imported raw materials must pro- 
duce an exportable surplus. It amounts to saying that, 
as will bo, proved* presently, her export trade must be 
made more broad-based. The following table shoWs 
the percentages of the different groups in the export 
trade. 


Food, drink, etc. 

Raw materials and 
unfinished goods 
Wholly finished goods 
Other!^ 


1912-14 

1923 

1935 

10.3 

6.3 

8.0 

59.3 

54.0 

31.8 

29.1 

37.4 

59.0 

1.2 

2.3 

- 1.2 
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The above table shows a remarkable change which 
has occured in the constituents of the export trade. 
The proportion of foodstuffs and raw materials has de- 
clined and that of manufactured goods has increased. 
An analysis of exported articles shows that the burden 
of balancing imports falls mainly on two items, silk and 
cotton goo(£. The following figures show the changes 
in the exports of raw silk, spun silk and waste silk in 
recent years : 



value 

Percentage of the total 


(in million yen) 

value of exports 

1925 

912.5 

40 

1929 

794.8 

37 

1930 

423.8 

29 

1931 

358.2 

31 

1932 

386.6 

27 

1933 

394.2 

21 

1934 

293.6 

131/2 


The above figures indicate a steep fall in the ex- 
ports of raw silk and a decline in its percentage of total 
trade. The price of silk, however, fluctuates very 
widely and, therefore, the value of exports may not 
give a correct idea of the decline. But the study of 
the*following figures of the quantitative exports shows 
• the same trend bf decline : 

(In thousand bales) 

1929- 30 346 1931-32 388 

1930- 31 345 1932r33 323 

1933-34 273 

The raw silk industry of Japan is an agricultural 
industry and a decline in its exports gives a serious 
blow to Japan’s farmers. In the past nearly 80% of 
raw silk produced was exported and of this export 
nearly 95% was taken by the United States. Since 
1929 its exports have been continuously declining and 
this decline has been attributed to the inability, of the 
United States to import on the former scale after the 
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purchasing power of the people was seriously affected 
by the depression. The disadvantage of depending on 
one market was clearly indicated by the example of 
silk. In addition its decline has been attributed to the 
growth of sAk industry in China and the growth of 
ihe artificial silk industry in Japan and other coun- 
tries. Tins latter industry has been competing with 
Silk exports. The value of the exports of artificial silk 
tissues from- Japan increased from 30 million yen in 
1930 to 113 million yen in 1934. 

From the point of national economy the export^ of 
raw silk which is almost a raw material is unecx)nomic. 
More so because of the problem of balancing imports 
by exports. If Japan could develop the silk manu- 
facturing industry, the export value would increase 
and also provide work to some people. But so far she 
has been unable to do it because the countries which 
are her silk markets like to import it in raw rather 
than manufactured form. America has placed a very 
high tar iff against the import of silk tissues. Similarly 
the tariff has been raised in other countries. In the de- 
velopment of this industry, the factor of distance also 
goes against her. At present, therefore, the decline in 
Silk exports has created a serious problem for Japan 
not only from the agricultural point of view, but also 
from the point of balancing imports. The government 
has been making an attempt to improve the organiza- 
tion of silk trade and to stabilise prices. - 

The next important item m exports is cotton yarn 
and tissues. The inherent position of the cotton in- 
dustry is more sound than that of the silk industry. 
It does not depend on one market for the sale of its 
goods. The nearness of Japan to the Asiatic markets 
gives her an advantage over her competitors in dis- 
tance. And though the industry is dependent on foreign 
countries for raw material supplies, she receives them 
not from one country but many. The progress made 
by cotton goods exports in the post-'s)fer year^ and par- 
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ticularly in the period of the depression as compared 
with world exports is shown in the following two sets 
of figures : 


Exports of Yarn and Cloth 
Value Percentage 


(In million yen) of the total trade 


1913 104.6 16.5 

1930 287.1 19.4 

1934 *515,8 23.7 

World Cotton Textile Exports 
(In million square yards) 



1927 

1929 

1930 

1933 

1934 

United Kingdom 

4.117 

3,o72 

2,402 

2,032 

1,994 

Japan 

1,364 

1791 

1,572 

2,089 

2.577 

Others 

2.489 

2,404 

1,889 

1,231 

— 

World 

7,970 

7.877 

5,868 

5,372 

• 

Japan’s percentage 
share of the total 

17 

23 

27 

39 



The above tables show that cotton textile exports 
account for nearly one-fourth of the total exports. They 
also .^’how that during the years of the depression, when 
the >vorJd exports of cotton textiles were declining the 
•expoits of Japan were increasing. The success of the 
cotton textile industry in the past has depended on the 
cheapness of cotton tis.sues. This factor became very 
favourable during the depression when the purchasing 
power of the people had gone down. The future of the 
exports of cotton goods, therefore, would depend on 
their quality and style, marketing facilities, political 
•illiances of Japan aiid tariffs m other countries. The 
l^st mentioned factor is already going against her. 
Many countries have raised import duties and Japan 
has been required to find alternative markets for those 
which are lost or restricted. In two of her largest 
markets, India and China, the prospects for the future 
are not brigM. Under the influence of England, 
the countries of the British Empire have already ta^ken s 
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measures against imports from Japan. It may, how- 
ever, be said that as Japan is a buyer of raw materials, 
she may use this power, as she did in the case of India, 
to create or retain markets for her goods. She may, 
therefore, enter like Germany into bilateral agreements 
and try to maintain markets. 

The predominance of two commodities in the ex- 
port trade introduced an element of weakness in it. 
The share of all textiles in the exports in 1928-29 was 
nearly 70%. In 1933 and 1934 it had declined to 55% 
and 53% respectively. This fall was no doubt the re- 
sult of the decline in the export of raw silk. With the 
necessity to balance imports, in recent years the ex- 
ports of other goods have been expanded. This is a 
healthy tendency which would make her export trade 
more broad-based and less vulnerable to changes in 
markets or tastes. The following statistics show the 
growth in the exports of principal goods other than 
textiles : 


Exports other than Yarns and Tissues* 



1929 

1933 

1934 


(In Million Yen) 

Foods, tinned and bottled 

25.6 

46.9 

50.3 

Soap 

1.6 

3.2 

3.5 

Drugs and chemicals 

34.8 

48.2 

52.4 

Boots and shoes 

15.0 

29.6 

21.5 

Pottery 

37.0 

35.6 

41.8 

Glass 

13.2 

15.3 

19.4 

Metal manufactures 

25.2 

42.6 

59.0 

Clocks, scientific instruments. 

vehicles, machines — 

38.6 

67.6 

124.9 

Of which — 

Vehicles and parts 

12.6 

28.3 

46.5 

Machinery and parts 

13.6 

25.8 

■57.7 

Lamps 

- «. 

9.5 

15.8 

15.6 

*Sansom and Macrae, Economic 

Condilibns 

in Japan, p. 93. 
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The above figures show that the group other than 
textiles is growing in value and relative importance. 
There is a greater variety of goods entering exports 
which, of course, is not fully shown by the above 
figures. This development, as said above, is no doubt 
healthy but does not change at present the fundamen- 
tal weakness of Japan’s export trade. In this change 
of the constituents of the export trade she may also 
meet with difficulties in foreign markets. But here 
Lh:o it IS the cheapness of her goods which may help 
her to penetrate foreign markets. 

Like the constituents of the export and import 
trade, the direction of foreign trade also shows intfe- 
losling deveJopment. Because of the lack of raw ma- 
ter ols. and the poor quality of her goods, her foreign 
trade shows a tendency towards raw material produc- 
ing and less developed countries. Since 1929 with the 
lestr'ctions placed on her goods in many countries, the 
direct-on of' trade has shown further changes away 
from the old markets. The following figures show the 
percentage d.stribution of foreign trade by continents: 


• 

Asia 

Exports 

Europe America 

Africa and 

1913 

43.6 

23.3 

30.0 

Australia 

3.0 

1923 

40.9 

5.7 

47.9 

. 5.5 

1929 

42.6 

6.8 

44.1 

6.4 

1934 

53.0 

10.5 

23.6 

12.8 

1913 

47.7 

Imports 

30.2 

17.0 

5.0 

1923 

41.7 

22.9 

29.1 

6.3 

. 1929 

38.7 

18.9 

32.1 

9.6 

1934 

35.6 

12.9 

32.2 

14.3 

. The 

! above 

table shows that 

Asia 

and America 


(mainly U.S.A.) hold an important position in the ex- 
port trade of Japan. They took over 75% of the ex- 
ports.* The importance of Africa and Australia is also 
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gradually increasing, but that of Europe is declining. 
On the import side also imports from Asia and America 
( mainly U. S. A. ) account for nearly 70% of the total. 
Ag ain while the importance of Africa and Australia is 
increasing that of Europe is declining. Thus taking 
the whole foreign trade of Japan, in the post-war years 
the importance of Europe has been on the decline but 
that of Asia and America has been increasing. A fur- 
ther analysis of the export trade shows that with the 
restrictions placed in older markets the importance of 
new markets ( Asia Minor, Afghanistan, Persia, Ara- 
bia, etc.. Central and South America and Africa ) has 
considerably increased in recent years. The present 
tendency of developing alternative new markets is 
shown by the following figures : 

Comparison of New and Old Markets in Export Trade:* 
Old Markets New Markets 
% % 

1929 95.2 4.8 

19.30 92.3 7.7 

1931 88.4 11.6 

1932 84.0 16.0 

1935 85.0 15.0 

The Government of Japan does not give direct 
pecuniary aid to the export trade but its indirect 
assistance is considerable. The indirect assistance has 
been in the following forms : (1) The industrial guilds 
of small industries which play an important role in 
exports are assisted by the government by contribu- 
tions towards their expen.ses, by advance of loans from 
banks under a guarantee from the government and by 
tax exemptions. These guilds are trying to organise 
small industries and to check internal competition. If 
. the government thinks it necessary it orders the non- 
members to conform to the rules of these guilds. 

*Mitsubtshi Economic Bureau, Japane.se Trade & Industry, 
p. 503. 
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(2) In the same manner it assists export guilds whose 
duties are to encourage export trade by co-operative 
effort and to supervise and inspect goods before they 
leave ports and to act as the medium of government 
where necessary. These guilds have played a very 
important part m recent times in encouraging export 
trade missions, holding exhibitions, distributing sam- 
ples and advertising goods in foreign countries. (3) 
In. 1930 the Export Indemnity Law was passed which 
introduced provisions similar to those of the Export 
Credit Scheme of Great Britain. According to it the 
losses .incurred by traders through non-payment of 
drafts or promissory notes covering shipments to cer- 
tain new or hazardous markets are partly made up by 
the government. Speaking about these forms of help 
the Report of Sansom and Macrae * says : “Although 
these and other forms of official aid and encourage- 
ment have no doubt accelerated the expansion of 
Japan’s foreign trade,,it would be rash to assume with- 
out further evidence that they have been more than 
a minor contributory cause of that expansion ; and it 
would be unwise to conclude that methods which have 
proved effective in Japan must necessarily be success- 
ful if applied elsewhere. The industrial guilds and the 
exports guilds and the whole system of official control 
of their activities have grown up in response to social 
and economic conditions peculiar to Japan, and in one 
sense they may be regarded as remedies for the dis- 
advantages of immature industrial development. Per- 
haps they are less instructive as models than as a 
manifestation of the traditional Japanese capacity for 
sustained corporate effort ”, (4) The government has 

. also assisted the expansion of foreign trade by sending 
out commercial missions to explore new markets and 
to suggest means of retaining or developing existing 
onfes. Sometimes the expenses of missions sent by in- 


Ibid, p. 101. 
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dustrial associations ace partly paid by the govern- 
ment. In short the government is giving all possible 
help short of financial aid to encourage the foreign 
trade of the country which it knows is vital to the 
country’s existence. 


XXV 

.THE TRADE UNION MOVEMENT 
& 

LABOUR LEGISLATION 

The trade union movement in Japan is still in its 
infancy. The former Director of Factory Inspection 
in the Bureau of Social Affairs, Mr. Yoshisaka, des- 
cribed the Japanese trade union movement as still 
being “ a movement towards the organisation of 
labour” rather than one founded on the organised 
labour. It is indeed surprising that in spite of the pro- 
gress of large .scale industries in recent times, the 
increase in the number of industrial workers and the 
growing influence of western ideas, the percentage of 
organized workers to total indusliial wbrkers should 
be less than eight. “ The economic structure of Japan, 
the system r)ll,industrial relations that exists there, and 
the paramount political influences ”, says Allen, “ are 
all hostile to the development of strong labour organ- 
ization The importance of the Japanese trade 
union movement, therefore, is not to be judged so much 
from its record of past achievements as from its poten- 
tialities as one of the principal factors in the future of 
Japan as an industrial competitor. " 

Modern trade union movement started in Japan 
shortly before the last Great War. Until then though 

• ■ Kill. 

*Japiin : the Hungry Guest, p. 180. ‘ ' 
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occasional attempts were made to organize workers, 
crafts guilds some of which even to-day survive were 
the only form of association in which workers were 
organized. Some of the guilds were quite powerful 
and were able to protect the interests of workers in 
their relation to employers, maintain the technical 
standards and uphold the dignity of their craftsman- 
ship. Among such guilds mention may be made of 
those existing among wood-workers, miners, stone- 
masons, blacksmiths, carpenters and others. Majority 

•of them disappeared when industry was modernised. 

Attempts at organizing n^odern trade unions were 
made soon after the Meiji Restoration when the ideas 
of democracy and socialism were imported into Japan 
as if they wore a part of the machine economy which 
the government planted on the Japanese soil. The 
younger generation, particularly the intellectuals, 
-•itudied av’dly the preachings of Rousseau and Vol- 
taire, and, Bontham and Mill. The first manifestation 
of their influence on them was the formation of a libe- 
ral party, Jiyuto, in 1880. This party advocated demo- 
cratic principles and showed its sympathies towards 
workers. 

^ *The first oi^burst of labour discontent was noticed 
in 1883 when the rikshamen in Tokio went on strike 
m protest against the introduction of horse tramways. 
The Jiyuto organized a trade union among them but 
it did not survive the imprisonment of its leader on 
criminal charges. Thereafter occasional attempts were 
made to start unions which were short lived. In 1884, 
a foreman employed in the Shuyeisha Printing Com- 
jpany of Tokyo organized a union of printers with the 
support of their enlightened employer, Teiichi Sakuma. 
It lasted hardly for two months. Again an attempt 
was -made to organize the workers of the same com- 
pany in 1889. It also failed. One of the important 
unions started in this early period was among iron- 
worker^. It was known as the Domei Shinko Gumi 
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started in 1889. This union aimed at conciliation in 
disputes between workers and the employers and final- 
ly to establish the factory on the co-operative principle. 
It also failed because of a rumour that its funds were 
embezzled. Another experiment was made by shoe- 
makers without success. The union started by them 
in 1892 was known as the Nihon Rodo Kyokai. Before 
the Sino-Japanese war, therefore, unions were born 
and died jn quick succession without achieving any 
permanent benefits for the workers. Workers in 
modern factories, however, continued to be exploited 
and the tales of their suJffering came from .various 
quarters. Soho Tokutomi a social reformer, therefore, 
advocated m a magazine started by him in its February 
issue of 1887 unionism, collective bargaining and acci- 
dent compensation. This was the first time when the 
demand of the workers was put forward through the 
press. 

The trade imion movement, however, did not make 
any progress for the next few years, maybe because 
the attention of the people was diverteii to the Sino- 
Japanese war of 1893-94 and to the depression which 
followed it. Soon after the depression, interest in 
trade union movement was revived by the formation 
of the Shokko Giyu Kai ( which literally means the 
Society of Workers to Fight for Justice ) in Tokyo in 
April, 1897 by a group of young persons who had 
returned from America. It included labour leaders 
like Tsunetaro Jo, Fusataro Takano and Hannosuke 
Sawada. In December of the same year, it was re- 
organized by bringing in more intellectuals and was 
named Rodo Kumai Kisei Kai ( i.e., the League for 
the Formation of Labour Unions )., The League advo- 
cated organization of trade unions *on the lines of the 
American Federation of Labour. Its appeal received 
a warm support of the workers. It succeeded in 
organizing unions among iron-workers, locomotive 
engineers, printers, carpenters, etc. The activities of 
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these unions soon resulted in a number of strikes 
which alarmed the government. The League also car- 
ried on agitation for the improvement of the provisions 
of a Factory ^ill which the government was drafting. 
It also started publishing its monthly organ, the Rodo 
Sekai ( Workers* World ) in December, 1897. The 
government which did not favour these labour activi- 
ties promptly promulgated in 1900 the Chian Keisatsu 
Ho < Public Peace Police Regulations ) the article 17 
of which gave a deadly blow to the young trade union 
movement and many of the trade unions and the 
League did not survive it for long. This article pro- 
vided that :* 


No violence shall be inflicted upon others, nor threat 
of violence made against others, nor the character of 
others defamed jn public with the following enumerated 
objects in view, and no inducement nor instigation shall 
be offered to others with the objects in view expressed 
in clause 2 : 

1. To make others join or prevent others from 
joining associations formed for the purpose of coopera- 
tion in regard to conditions and rewards of labour. 

2. To make employers discharge employees or re- 
fuse applications for employment, or to make employees 

^ neglect duties or refuse applications for employment in 
order to eff^t a lockout or a strike. 

3. To compel by force others to agree in regard to 
conditions of labour or rewards of labour, or .to inflict 
violence upon others, or to make threat of violence 
against others to compel them by force to agree in re- 
gard to conditions of rent of land for agricultural 
purposes. 

For the next 12 years,’ therefore, the trade union 
movement made little progress. Japanese writers on 
labour problems refer to this period as Chinsenki 
( period of submersibn ) . The intellectuals whose am- 
bitiops were thus frustrated concentrated on the study 
of social problems. Mr. Katayama, one of the com- 
munist leaders, toured Europe in 1904 and after his 

*Orcharc^ Japan’s Economic Position, p. 384. 
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return made an attempt to start a socialist party with- 
out success. Many of the socialists who opposed the 
Russo-Japanese war of 1904-1)5 were also imprisoned 
by the government. The repressive measures of the 
government therefore, did not permit any scope for 
the organization of labour. Yet there were occasional 
outbursts <)£ labour unrest as in the Ashio Copper 
Mire. Besslii Copper Mine, coal mines in Hokkaido and 
the shipbuilding yard at Nagasaki. The only attempt 
to organize workers in this period was made among 
miners by Matsusuke Minami. It, however, did not 
prove very successful. 

The trade union movement again showed signs of 
revival when Bunji Suzuki, the secretary of the Uni- 
tarian Church in Tok>’o, organized the Yuai Kai ( the 
Friendly Society of Workers) in 1912. It was organ- 
ized not as a trade union to demand the rights of 
workers but as a welfare organization for the moral, 
economic and social well-being of the workers through 
mutual co-operation. This can be seen from the aims 
of the institution which were stated in three lines 
only ;■< 

We aim to promote friendship and mutual aid. 

“ We aim to follow common ideals and to deve- 
lop knowledge, character and skill. 

“ We aim to improve our status by our common 
strength and sound methods.” 

Thus the Yuai Kai deliberately adopted a mode- 
rate policy to avoid being suppressed under the law of 
1900, In addition to a moderate programme consisting 
of giving education, legal advice, and, medical and 
financial aid to workers, the society tried to interest iii 
its work scholars and experts on social problems and 
liberal business men like Vicount Shibuzawa who were 
put on its advisory commitete. Hence it made a 


t Industrial Labour in Japan (I. L. O.), p. 92. 



The Trade Union Movement 


513 


remarkable progress after its inception and became 
unknowingly the nucleus of the present-day trade 
union movement in Japan. 

When the Great War broke out, the Yuai Kai was 
the only important labour organization in Japan. The 
w'ar, however, provided a new opportunity to workers 
to organize among themselves. During the years of 
the war, the cost of living increased substantially, but 
tH&re was no proportionate rise in wages. But with 
the expansion of the export trade of Japan, the indus- 
trialists were earning windfall profits. The workers, 
therefore, demanded a rise in wages under a threat of 
strikes. The employers could have used the law of 
1900 against them but it was not to their benefit to do 
so, and, therefore, they jdelded to the demands of 
workers. The Yuai Kai succeeded in intervening in a 
number of disputes and in settling them in favour of 
workers. The prestige of the Yuai Kai was, therefore, 
enhanced and when the sixth convention was held in 
April, 1918, it had 120 branches and a membership of 
30,000. The success of workers in their disputes with 
employers encouraged them to form trade unions and, 
therefore, tlieir number increased. One of the im- 
portant unions which was formed in this period was 
the union forined by printers in 1916 and known as 
the Shin-Yu Kai (Faithful Friends' Society). This 
union marked the beginning of the Left Wing just as 
the Yuai Kai marked the beginning of the Right Wing 
in the trade union movement in Japan. 

The unrest which prevailed among workers during 
the years of the war because of the adverse economic 
conditions became much more pronounced after its 
end. The so-called ‘ rice riots ' were its outward 
symptoms. This unrest found expression in the oigan- 
ization of trade unions. A number of factors, how- 
ever, aided them in this direction. The success of the 
Russian Revolution created new hopes in them regard- 
ing the* pbssibility of social changes. The success of 
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the Allies also glorified the principle of democracy and 
a new wave of liberalism swept over the country. The 
establishment of the Internationa] Labour Organiza- 
tion and the holding of the Washington Hours Con- 
ference in 1919 to which Japan was asked to send dele- 
gates in consultation with the most representative 
unions also encouraged them to organize. In 1919, 
therefore, even the Yuai Kai was reorganized on a 
trade union basis. Hence the trade union activity was 
very brisk before and after the Conference. The fol- 
lowign figures indicate the trade union activity between 
1912-21 


Year 

Number of unions 
formed 

Year 

Number unions 
formed 

1912 

5 

1917 

14 

1913 

6 

1918 

11 

1914 

6 

1919 

71 

1915 

4 

1920 

66 

1916 

13 

1921 

71 


The government, however, elected in 1919 and the 
subsequent years the delegates to the International 
Labour Conference by a method of “ multiple elec- 
tions ” in which organized workers held a secondary 
position. Consequently the delegates appointed were 
often nqn-unionists. This was resented by workers. 
They were, therefore, encouraged to sink their differ- 
ences. The trade unions of different shades of opinion, 
therefore, came together for the first time on the 
occasion of the May Day demonstrations in 1920. It 
was also on this occasion that an attempt was made 
to form a loose federation of unions, the Rodo Kumiai 
Domei Kai (League of Labour Unions). This federa- 
tion, however, proved to be shortlived. The Yuai Kai 
before leaving the Domei Kai reorganized itself with a 
radical programme under the name of the Nihon Rodo 


* Industrial Labour in Japan, (I. L. O.), p 93. * 
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Sodomei (General Federation of Japanese Labour). 
The Japanese trade union movement, therefore, swung 
to the Left and in the next few years its progress was 
marred by a number of splits and the formation of a 
number of separate federations. But after the earth- 
quake of 1923, realising the futility of militant methods 
and the immediate need for giving relief to workers, 
the trade union movement again swung to the Right. 
The immediate factors which brought about this un- 
expected change in the ideals were that in 1923 the 
government declared its intention of introducing 
shortly- manhood suffrage and that in 1924 the trade 
unions wore allowed to elect their own representative 
to the International Labour Conference. These chang- 
es created new hopes among the trade union leaders 
to improve workers' conditions by constitutional me- 
thods as in England. In these hopes they received an 
additional support from the success of the Labour 
Party in England in forming the government for the 
first time in 1924. 

From 1925, therefore, the trade unions have con- 
centrated their energies on political activities consist- 
ing of organization of political parties to secure parlia- 
mentary repreysentation. An attempt was also made 
to organize a single national federation of trade unions. 
But because of the growing influence of communism 
for some time, it was found difficult to organize a single 
federation of trade unions or even a single political 
party. Recently, however, again an attempt was made 
to form a loose federation of moderate trade unions 
under the name of the Nihon Rodo Kurabu (Japan 
^Labour Club ). In September, 1932, it was reorganized 
into the Nihon Rodo Kumiai Kaigi ( Japan Trade 
Union Congress). Since its inception this body has 
concentrated its efforts on organizing workers and on 
securing a legal recognition of trade unionism. At the 
fifth annual session of the Congress held in October, 
1936, il ffrged that “ the Government should proceed 
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without delay to give legal recognition to trade unions, 
carry out measures for controlling industry and laboirr, 
set up a new Department of Labour, and make plans 
for the co-ordination of labour administration ” * The 
following figures show the recent growth of trade 
unionism in Japan :f 

Growth of Trade Unions, 1920-1935 


Number of traJe 

Membership 

Number of trade 

Membership 

1920 

unions 

273 

Uncertain | 

1927 

unions 

505 

309,493 

1921 

300 

103,412 1 

1928 

501 

308,900 

1922 

389 

137,381 1 

1929 

630 

830,985 

1923 

1924 

432 

469 

125,551 ! 
228,278 

1930 

650 

342,379 

1925 

457 

254,262 

1931 

768 

370,123 

1926 

488 

284,739 ' 

1935 

— ■ 

412,126t 


The domination of the trade union movement in 
Japan by' intellectuals led to dissensions and formation 
of groups sharply divided as regards their ideals. The 
process of disintegration started in 1919 when the 
Sodomei left its conciliatory attitude and swung to the 
Left ; it became more pronounced after 1924. “ The 
first dissension in the Nippon Rodo Sodomei was a 
danger signal marking a period of complete disruption, 
which threw all the labour unions and the proletarian 
political party into consternation. Dissensions and 
reorganizations among unions are still taking place. 
It is something like a chemical compound. Heteroge- 
neous elements disintegrate to harmonize with homo- 
geneous elements. They are crystalizing into three subs- 
tances, more properly called, three currents of thought, 
viz., the Right Wing, the Left Wing, and the Cen- 
trists This is how trade unions were divided in 
1927. Though the prospects of trade unionism have 


•*'1. L. O. Year-Book, 1936-37, p. 20. 
tlndustrial Labour in Japan, (I. L. O.), p. 116. 
n. L. G. Year Book 1936-37, p. 583. 

*Harada, Labour Conailions in Japtin, p. 196. 
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changed since the formation of the Japan Trade Union 
Congress, individual organizations can still be classi- 
fied into three groups whether they belong to the Con- 
gress or not. 

in 1930 nearly 75% of the organized workers be- 
longed to the Right Wing unions. There are five leading 
un ons in this group : “Nihon Rodo Sodomei’' (General 
Federation of Japanese Labour), “Nihon Kaiin Kumiai” 
(Japanese Seamen’s Union), “Kaigun Rodo Kumiai 
Renmai” (Federation of Naval Arsenal Workers’ 
Unions), “Kagyo Roclo Sodomei” .(Federation of Work- 
ers in State Undertakings), and “Kaiin Kyokai” (Mer- 
cantile Marine Officers’ Association). The general 
nature of the programme of the Right Wing unions may 
be gauged from the programme of the Nihon Rodo 
Sodomei. It consists of the following eight points : (1) 
eight-hour day and forty -eight-hour week for workers 
in general industry, and six-hour day and thirty-six- 
hour week for mining workers engaged in underground 
work: (2) equal pay for equal work; (3) establishment 
of minimum wage ; (4) abolition of the system of tem- 
porary employment ; (5) abolition of night work : (6) 
repeal of the Public Peace Police Act and the Public 
peace Preservation Act ; (7) May Day as the national 
holiday ; (8) * nation-wide economic co-operation. 

Though this programme aims at improvement of labour 
conditions, it cannot be regarded as very radical.1 

Unions representing various shades of syndicalism 
and communism are grouped in the Left Wing branch 
of the Japanese trade unionism. The most representa- 
tive body of the syndicalist opinion is the “Zenkoku 
Rodo Kumiai Jiyu Rengokai” (National Federation of 
’Trade Unions). Because of its advocacy of direct action 
to attain the goal of workers, it lost support of the 
moderate following and its membership declined after 
1923. Its influence to-day is negligible. The principal 


{■Industrial Conditions in Japan, (I. L. O.), p. 105. 
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communist unions were federated under the “Nihon 
Rodo Kumiai So-Hyogi Kai (General Council of Japa- 
nese Trade Unions) until it was dissolved by govern- 
ment order in 1928 because of its alleged subversive 
aciiVJties. Even then the number of people believing in 
iis ideology was very great and they carried on secret 
activity, it was again revived in Tokio in April, 1931. 
The naiuie of its programme before its dissolution con- 
tained in the following points : (1) The eight-hour day 
and forty-eight-hour week (six-hour day and thirty- 
six-hour week for miners); (2) the establishment of 
standard living wages ; (3) the establishment of -an un- 
employment mamtenance system ; (4) protective legis- 
lation for the employment of non-industrial workers ; 
(5) the protection of women and children ; ((5) funda- 
mental revision of the Factory Act, the Mining Act and 
the iMariiiers' Act ; (7) the aboLtion of the bureaucra- 
tic Rules of Employment ; (8) enactment of a satisfac- 
tory Trade Union Act ; (9) drastic revision of the 
Health Insurance Act ; (10) immediate abolition of the 
Peace Preservation Act, the Act concerning the Con- 
ciliation of Labour Disputes, and other anti-labour 
Jegihlation ; (11) freedom of workers to join any poli- 
t cal party ; (12) decided opposition to Fascism ; (13) 
aid for the labour movements in Korea 'and Formosa ; 
(14) struggle for the establishment of the national 
unity f>f fhe working class ; (15) non-recognition of the 
Jiiternational Labour Conference ; (16) struggle for 
the unity of the international trade union movement.t 
The above programme indicates how there was very 
little difference m the demands of the Right Wing and 
the Communist unions of the Left Wing and how they 
remained divided because of the supposed ideals and ' 
the views of their leaders. 

The Centre unions are mostly led by intellectuals. 
They represent a point of view which is a compromise of 

c 

tHarada, Labour Conditions m Japan, p. 202-02. f; 
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the two points of view, the Right and the Left Wings. 
The principal organization in this group is the “Nippon 
Rodo Kumiai Domei” (National Alliance of Trade 
Unions) . Its porgramme is very similar to that of the 
“Nihon Rodo Sodomei”. It consists of the following 
points ; (1) Positive support to the “Nippon Ronoto*^ 
(Japan Labour-Farmer Party) ; (2) eight-hour day and 
forty-eight-hour week ; in the mining industry, six- 
hour day (shifting the work at the entrance of the pit) 
and thirty-six-hour week ; (3) establishment of the 
minimum wage system ; (4) absolute prohibition of 
women, and juvenile workers from employment for 
n^ght work ; the improvement of the factory dormitory 
system ; (5) the abolition of the Police Peace Regula- 
tions, Peace Preservation Art, and all other legislation 
suppressing the labour movement ; (6) to institute 
May Day as a national holiday ; (7) the recognition of 
the Nationalist Government in China.* From this 
prgramme also it be‘Comes clear that the differences 
between the Right Wing and Centre trade unions were 
not very wide and if the leaders could agree their 
fusion was possible. As has been said before, these 
two t^^pse of unions came together when the Congress 
Wt^s- formed in 1932. 

• 

The percentage of organized to total industrial 
workers, as remarked at the beginning of the. chapter, 
has been about eight. This shows that the growth of 
the trade union movement in Japan has been very 
slow. The reasons for this seem to lie mainly in the 
structure of Japanese industry, the relationship of 
workers to employers, the attitude of the government, 
and the internal difficulties of the movement itself. Of 
*them the structure of the industry and the attitude of 
the government seem to have been the chief obstacles. 
Of the existing factory industries, the textile industry 
occupies a pre-eminent position. In 1930 nearly one- 


’‘■Hara’da; Labour Conditions in Japan, p. 203-04. 
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third of factory workers were engaged in it. But 85% 
of them are girls of a tender age and many of them live 
on the premises in dormitories directly under the eyes 
of the employers. They generally take up employ- 
ment for a few years to save enough for dowery. They 
have, therefore, very little interest in organization. 
Hence in 1931, out of 370,000 organized workers, hardly 
74,600 came from the textile industry. The majority 
of remaining factory establishments employ between 
5 to 30 workers. Below them are scores of small 
establishments usually not included in the factory 
statistics which employ less than 5 workers. The re- 
lations of workers to employers in them are more close 
and prevent any organization among them. Unionisa- 
tion has, therefore, spread only to those factory indus- 
tries where purely modern factory conditions exist. 
Moreover the paternalism of the Japanese employers 
in small as well as large scale industries gives rise to a 
relationship between them which is not very encourag- 
ing to organization. The dormitory system, semi- 
annual-bonus, extra payments of rice and clothing in 
lieu of v/ages, emp^,ee saving plans, all bind the 
workers to theii^^jempioycrs more intimately. 

The attitude of the government also has not befen 
very favourable to trade unionism and it has adopted, 
a:-, said before, a replf^fitesive policy. The police who 
possess wide powers keep a constant watch over what 
they call ‘ dangerous ’ activities and the spread of 
‘ dangerous ’ thought. Many of the Left Wing trade 
un.ons were ordered by it to be dissolved when their 
activities were regarded to be contrary to the interests 
of the government. For the same reason there is no 
law in Japan even to this day which legalises trade 
unionism and if it exists, it does so on the sufference of 
the government. 

In addition to these external factors, the move- 
ment hac suffered from internal dissensions to which a 
reference has been made before. Trade unions pur- 
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suing differing ideals were unable to create a united 
national labour front as in other countries which could 
make its weight felt on the government and the em- 
ployers. This was all the more necessary because of 
the hostility of latter. This weakness has been partly 
removed by the organization of the Congress in 1932. 
But even to-day there are so many independent unions 
that it may take a long time before complete xmity is 
achieved. There seems to be no reason why it cannot 
be achieved in view of the fact that there is a close 
similarity in the programmes of the unions of the three 
groups. • 

Lastly the- leadership of trade unions has come from 
the intellectual classes and, therefore, it has attached 
too much importance to abstract ideals rather than to 
constructive activities for members. If the movement 
could secure real worker-leaders, perhaps, the prospects 
of the Japanese trade unionism may change. But the 
strength of the Japanese trade unionism to-day, how- 
ever, is very small because of the obstacles mentioned 
above. It has yet to make up a long lee-way before it 
can become an effective force u||H:he industrial orga- 
nization of Japan. 

• Labour Legislation 

The state protection to is, as has been seen 

from the economic development of other countries, an 
accepted phase of modern industrialism. In Japan, 
however, legislation relating to hours of work, condi- 
tions of work and general health, and the employment 
of women and children was enacted only recently and, 
therefore, it is still imperfect. 

After 1870 the modern factory industry made its 
appearance in Japan. Though in the beginning the 
number of factories and the workers engaged in them 
was small, in the course of time both increased consi- 
derably. But because of the influence of feudalism, 
the nature of industry and the attitude of the govern- 

tX) * • 
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merit, no attempt was made to legislate on labour con- 
ditions. “ So long as the feudal outlook dominated na- 
tional economic life, and industrial relations were re- 
gulated in accordance with the paternalistic conception 
of an eai’lier age, the need for legal regulation of con- 
ditions of labour was not understood. It was not until 
the methods of Western industrialism were firmly esta- 
blished in Japan that it began to be realised that the 
traditional institutions did not meet all the needs of a 
modern industrial economy, and that the State had a 
duty to the ever-increasing numbers of wage-earning 
factory workers handling power-driven machinery with 
its attendant risks.”*Hencjp ,|(he attitude of the state 
became more sympath^c fn the post-war period may 
be because of the rapid extension of industry during 
the war and the growing consciousness of labour about 
its rights as expressed through organization of trade 
unions. As a member of the League of Nations, the 
government was also iiStuenced by the decisions of the 
Interriational Labour Conference. 

The changi ng at titude of the government is fully 
reflected in the||||fc^^ in which it handled labour 
legislation. The nrst Factory Act was initiated by the 
government in 1882 but it did not become law for near- « 
]y 30 years, i.e., until 1911. It was hanging fire for 
such a long time because of the opposition of em- 
ployers, the l^ck of a strong trade union support and 
the weakness of the government. In fact it was finally 
accepted by the legislature because it was substantially 
modified in favour of empioyersi^^ The main features 
of the Factory Act of 1911 weter^s follows : (1) it ap- 
plied to factories regularly employing 15 or more per-, 
sons or to those engaged in dangerous or unhealthy 
work ; (2) the minimum age of employment was fixed 
at 12, but light work was allowed to children between 
the ages of 10 and 12 : protection was extended to chil- 


*Indu.strial L'^bour in Japan, (I. L. O.), p. 135 . 
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dren upto the age of 16 ; (3) the hours of work of 
women and protected children were fixed at 12 per 
day ; but they could be extended to 14, as a special 
case, in the silk industry (as it was an export industry) ; 
(4) night work for women and children between 10 p.m. 
and 4 a.m. was prohibited ; (5) employment of women 
for five weeks after confinement was prohibited ; (6) 
provision was also made for safety, health, holidays 
and rest periods for women and children and for em- 
ployers’ liability in cases of injury sustained by work- 
ers, The Act was put into force from September 1, 1916. 
But the enforcement of the prohibition of night work 
was delayed. The i^ct covered in all 18,931 factories 
employing 1,118,077 work^rjfe^^-j^ did not apply to adult 
male workers at all. It, how^ever, must be appreciated * 
that the Act marked the beginning of a change in the 
attitude of the government and employers towards 
labour. 

The subsequent developmtaat of the factory legis- 
lation has been influenced by the International Labour 
Conference of 1919 and the subsequent year. Taking ad- 
vantage of a provision in the Peac^Treaty for a special 
consideration to certain countfi^lHP the framing of 
coRventions of labour conferences, Japan pleaded for 
such treatment at the Washington Hours Conference. 

In pursurance of it, Article 9 was added to the Hours 
Article 5 made concessions to her in regard to the mini- 
mum age of admission to industrial employment and 
night work yor young persons. t These had their in- 


tln framing any Re^mmendation or Draft Conventicii of 
general application the i?Johference shall have due regard to 
those countries in which * climatic conditions, the imperfect 
development of industrial organization or other special cir- 
cumstances make the industrial conditions substantially dif- 
ferent and shall suggest the modifications, if any, which it 
considers may be required to meet the case of such countries”. 
(Part XIlI-Labour Article 405 of the Peace Treaty of Ver- 
iiailles.) • 
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fluence on the subsequent legislation as also general 
maternity convention and the convention regarding the 
might work for women. 

In the light of the recommendations of the Wash- 
ington Conference, an Amended Factory Act was en- 
acted in 1923 ; the chief provisions of the Act and Re- 
gulations issued under it are : (1) it applies to factories 
employing 10 or more workers and dangerous trades ; 

(2) the minimum age of employment is raised to' 14 
(under a separate Act, the Minimum Age of Industrial 
Workers Act), but a child above the age of 12 may be 
employed if he has completed the elementary school 
education ; the protected age is extended to 16 years ; 

(3) hours of work for women and young persons (be- 
tween the years of 14 and 16) are fixed at 11 hours a 
day ; but as the Act requires a break of at least one 
hour when the work lasts more than ten hours, the 
legal maximum of working hours in practice for wo- 
men and children is ten hours per day ; (4) it prohibits 
night work lor women and young persons between the^ 
hours of 10 p.m. and 5 a.m.; but it may be extended to* 
11 p.m. with the permission of competent administra- 
tive authorities ; (further if the operatives were diyid- 
ed into two or more sets and were employed alterAa- 
tiyely, factories were exempted from the operation of 
this clause until 30th June, 1929); (5) provides mater- 
nity leave for 4 weeks before and 6 weeks after con- 
finement ; further employers are required to allow two 

Sr 

lArticle 9 of the Hours Convention permits the factory 
legislation in Japan to be made applicable to factories tonploy- 
mg 10 or more workers and limits the act\^ hours of work 
to 57, and in the raw silk industry to 60, per^lQ^k for workers - 
over 16 years of age. It further provides that the actual hours 
of work of young persons under 15 (later on 16) in industrial 
establishments and of miners shall not exceed 48 hours .per 
week. Article 5 permits employment of children over 12 years 
of age if they have finished elementary school education. It 
also requires the age limit of protection to young persons to 
be extended to 16 years after 1st July, 1925. * ' 
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periods of thirty minutes each to women to nurse the 
child if it is less than one year old ; (6) workmen in- 
jured or killed by accident or becoming ill as a result 
of their duties are entitled to compensation from em- 
ployers ; the amount of the compensation has been also 
considerably raised ; (7) payment of travelling ex- 
penses from factory to home is provided when a juve- 
nile worker or a female worker is discharged by the 
employer at his convenience ; (7) when a worker’s em- 
ployment is terminated, an employer is required to give 
at least 15 days notice or in lieu of it at least 14 days 
pay ; (8) every employer of more than 50 workers is 
required to prepare rules of employment and send a 
copy of it to the prefectural government. This Act was* 
enforced in 1926. The provisions of the Act show that 
many of the Washington conventions were given effect 
to by it. It. however, did not make any provision for 
adult male workers. The scope of workmen’s compen- 
sation was widened in 1931 by passing an Act which 
came into force next year. ‘ It applies now to almost all 
• industrial workers. 

Separate legislation regulating mining industry is 
in force in Japan.Provisions relating to it are contained 
irf the Mining Act of 1905, as amended in 1924 and the 
Regulations for the employment and relief of miners 
issued in 1916, 1926, and 1928. Before 1926 the hours 
of work for women and children were limited to 12 
per day ; they were reduced to 1 1 in 1926 including an 
hout’s rest ; in 1928 the law was extended to include 
male workers also ; thus from September, 1930 their 
hours have been reduced to 10 per day and for women 
and young p|^ons a break of half-an-hour has been 
provided ; their working hours, therefore, amount to 
91^. The amendment of 1928 prohibits night work for 
women and children from 1933. As regards the mini- 
mum age of employment, health, safety, maternity be- 
nefits and accident compensation, provisions sse similar 
to those in the Factory Act. 

I 
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An attempt has been made to introduce social legis- 
lation in Japan. In 1922 the first Health Insurance Act 
was passed ; it was partially enforced in July, 1926 and 
then fully in January, 1927. It applies compulsorily to 
every worker employed in a factory or mine to which 
the Factory Act or the Mining Act applies, and he is 
required to take out health and accident insurance ; in 
the case of a female worker, she is required to take out 
a maternity insurance. The Act does not apply to tem- 
porary workers and administrative staff drawing a 
salary exceeding 1,000 yen per annum. It may apply 
to building trade, public works, land transportation, 
electricity industry, etc., if more than half of the work- 
ers engaged m them invoke it. Benefits are provided 
for sickness, injury, maternity and death. In the case 
of s'ckness and injury they include medical attendance 
and cash allowance. The maximum days for medical 
attendance and cash allowance are limited to 180 ; after 
that tlie compensation provided in the Factory Act and 
the Mining Act applies. .Maternity benefit includes a 
payment of 20 yen to defray the expenses of child-birth 
and cash allowance for ten weeks (four weeks before 
and six weeks after confinement) at the rate of 60% 
of wages. In the case of death of an insured person, 
a payment twenty times the daily wages ®r a sum of 20 
yen whichever is greater is paid to meet the burial 
expenses. . The funds necessary for the scheme are 
realised from contributions from workers, employers 
and the state. 

The introduction of an unemployment insurance 
scheme was under consideration of the government for 
a long time, but because of the financial burden in- 
volved in it, it did not materialise. In May, 1936, 
however, an Act was passed which provided for relief. 
It applies to all factories and mines employing not less 
than 50 workers, but covers only wage earners and not 
salaried employees. It provides for a cash allowance 
to all workers leaving employment. The resources 
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necessary for giving effect to the Act are provided by 
contributions of 2% for the total wages of workers 
and 2% of the total wages paid by employers, to which 
a further contribution is made by employers in propor- 
tion to profits, fixed in each instance by the authorities 
responsible for the enforcement of the Act. The right 
is reserved to employers, subject to approval of the 
authorities, to constitute retirement allowance funds 
on a different basis. The Act became effective from 
January 1, 1937.* 

In addition to the legislation mentioned above, 
there are certain meas\ires enacted by the state in the 
interest of workers. A national system of employment 
exchanges has been established in Japan under the 
Employment Exchanges Act of 1921, the Seamen’s Em- 
ployment Exchanges Act of 1922 and the Regulations 
for the Control of Profit-Making Employment Exchange 
es of 1925. Similarly regulations have been passed for 
prohibiting the use of white phosphorous in the manu- 
, facture of matches, for controlling recruitment of 
workers and dormitories, for the prevention of acci- 
dents and for hygiene in factories. 


•I. L. p. Vear-Book, 1936-37, p. 334. 
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